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THE CRISIS OF 1920 IN THE UNITED STATES: 
A QUANTITATIVE SURVEY 


By Warren M. Persons 
Harvard University 


In November, 1918, our industries were straining to meet war 
demands; the government was regulating foreign trade, building 
ships, running the railroads, and issuing bonds; and commodity 
prices had reached a level more than twice that of 1913. Upon 
the ending of the war many careful observers predicted a collapse 
of prices and disorganization of industry. During the first three 
or four months after the Armistice security prices did recede 
somewhat, commodity prices fell about 5 per cent on the average, 
and business was dull, but there was not a collapse. In the spring 
of 1919 an enormous foreign demand for goods and post-war 
buying of our own population combined to start an unprecedented 
rise of commodity prices and a tremendous upswing in business 
activity. The rising tide of business in 1919 was first preceded 
and then accompanied by rising stock prices. The expansion of 
business and the increase of prices were facilitated by low money 
rates. The continuance of low commercial rates throughout 1919 
was made possible, directly, by the policy of the Federal Reserve 
Board in holding rediscount rates on a level with the rate on 
Liberty bonds and, indirectly, by the financial requirements of the 
government which dictated this policy. 

In November, 1919, following six months of rapidly expanding 
business, the federal reserve banks increased the rediscount rates 
slightly. ‘The change in rates was significant not in itself but 
because it indicated a change of federal reserve policy. The only 
immediate effect of the rates was a break in security prices, a 
break inaugurating a bear market which was to continue through 
1920 and the first half of 1921. 

During the autumn and winter of 1919-20 business expansion 
continued at a feverish pace and commodity prices increased 
month after month at an unprecedented rate. It was not until 
May, 1920, when the index of the Bureau of Labor Statistics 
reached 272, that the upward movement was checked and a down- 
ward swing definitely inaugurated. Meanwhile the federal reserve 
banks had increased the rediscount rates bit by bit until the maxi- 
mum rate of.7 per cent was attained in June. 


J 

{ 


6 American Economic Association 


The crisis of 1920, like every other crisis, caught the great 
majority of business men unprepared. Purchasers were doubling 
and trebling orders with the object of securing deliveries of the 
normal amounts, sellers were boosting prices, expanding opera- 
tions, and enlarging inventories. Salesmen in nearly all lines 
were confident that flush times would continue indefinitely. The 
statement of a clothing manufacturer made late in May is quite 
typical of the general attitude of the time. He said “price cut- 
ting in clothing is mistaken and nothing short of a nation-wide 
cataclysm could prevent prices next autumn averaging 30 per 
cent above those of spring,” and that “increased production alone 
can bring down costs and retail selling must be governed by 
initial costs.” The cataclysm came—and with it the adjustment 
of costs to selling prices instead of selling prices to costs. 


WHOLESALE PRICES 


The prices of cattle, hides, pork, and cottonseed oil culminated 
in the autumn of 1919, and the price of silk in New York began to 


decline in January, 1920. Corn, cotton, sugar, and wheat turn- 
ed downward in April and May, textiles began their decline in 
June, while iron, steel, and bituminous coal did not culminate until 
late in the year. The decline in general commodity prices during 
the thirteen months ending with June, 1921, was sharpened beyond 
all precedent. The situation is shown by Chart 1. The index 
of the Bureau of Labor Statistics fell from 272 to 148, or 46 per 
cent ; Bradstreet’s fell from $20.87 to $10.62 or 49 per cent ; while 
the index based upon ten leading commodities, chosen because 
they are varied in nature, important in industry and unusually 
sensitive in price, fell from 277 to 107, or 61 per cent. The 


drastic decline in commodity prices revealed by these figures 
means that the business houses and banks of this country have 


been subject to great financial strain. Although there was no 
breakdown in credit, the drastic fall of commodity prices caused 


the failure of a large number of business concerns and forced 


others into the hands of their bankers. 

Another index that shows what happened to one class of prices 
in 1920 is the Aberthaw index of building costs. The cost of 
constructing a standard reinforced concrete factory building on 


July 1, 1920, relative to the cost in 1914 was 265. Since that 
date there has been a steady decline to 153 on December 1, 1921. 
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Chart I—The (A) Ten Commodity Price Index of Business Cycles Compared with the (B) 

Price Index of the United States Bureau of Labor Statistics for All Commodities and with (C) 

Bradstreet’s General Index of Commodity Prices, Monthly, 1914-21. 
(Average Or 1913=100) 
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In other words, the decline in the actual cost of building from the 
high point of 1920 is about the same as that in general wholesale 
prices. 

The price relationships among various commodities and groups 
of commodities are now, after the price ypheaval accompanying 
the war and the drastic declines of 1920-21, strikingly different 
from those of 1913 and other pre-war years. Grain, live stock, 
meat products, hides, leather, and metals are relatively cheap 
compared with textiles, coal, and building materials. This dis- 
location seriously curtails the purchasing power of important 
groups of consumers. 

Unusual or abnormal as the present situation seems on the 
surface, similar situations have, nevertheless, been recurrent in 
the past. The price situation of the present period of business 
depression differs from that of similar periods of the past in 
degree rather than in kind, while the relatively low price at 
present of many raw materials and of other articles used in pro- 
duction is a favorable circumstance for manufacturing activity. 

Two types of changes are always taking place in the price 
movement of individual commodities. The first is the long-time 
change, which means that a single commodity is becoming cheaper 
or dearer during a number of years. The long-time trends of the 
prices of different commodities differ greatly; some tend to rise 
rapidly, others slowly, some to decrease. The result of these 
differences, over a number of years, is to change radically price 
relationships ; certain commodities, for instance, growing dearer, 
command in exchange larger and larger amounts of those growing 
cheaper. 

The second type of change is the fluctuation accompanying 
the business cycle, that is, low prices for most commodities in 
times of depression, and high prices in times of prosperity. This, 
likewise, affects commodities unequally; certain of them fluctuate 
violently, others only slightly, from times of prosperity to times 
of depression. Like depressions of the past, today’s depression 
has created great disparities in commodity price relationships 
when compared with those of a period of business expansion. 
Thus, many raw materials are relatively cheap compared with 
finished products; whereas during the months of prosperity pre- 
ceding the crisis of 1920 the reverse relationship generally ob- 
tained. 

The extent of the price decline which occurred in 1920-21 was 
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unparalleled; the irregularity of the decline, however, in which 
certain basic commodities reached very much lower points than 
did commodities in general, is “normal” for a period of business 
recession. Only the degree of the irregularity is unusual. The 
price situation in which we now find ourselves in 1921, therefore, 
is not unprecedented. Rather, it is a situation to be expected in 
the present phase of the business cycle. Price changes are in 
prospect, as they always are in prospect; it is probable that the 
prices of certain groups of commodities will advance very much 
more than will the prices of other groups, as always occurs when 
business is rising from the trough of depression. Our analysis 
leads us to the conclusion, consequently, that although many 
considerable price changes have occurred and others are in pros- 
pect, the present maladjustment of prices is merely the result 
of a somewhat greater disturbance than is usual in the present 
phase of the business cycle.’ 


WaceEs anp Cost or Livinc 


During 1919-20 wage rates increased as promptly and largely 
as the cost of living. Between May, 1919, and May, 1920, the 
rates of union wages per hour increased from 155 to 199, relative 
to rates in May, 1913, as 100; the rates of wages per full time 
week increased from 148 to 189." During the same interval the 
retail prices of 22 articles of food increased from 185 to 215 
relative to the average for 1913 as 100.° The cost of living 
figures compiled by the United States Bureau of Labor Statistics 
increased from 177 in June 1919, to 217 in June, 1920. That 
is to say, during the year of expansion from the spring of 1919 
to the spring of 1920 union wage rates increased nearly 30 per 
cent, retail food prices 16 per cent, and the cost of living about 
23 per cent. 

In September, 1921, (the last month for which figures are avail- 
able at this writing) the Bureau’s index of the cost of living in 
the United States was precisely the same as that of June, 1919, 
namely 177. Among the five items of the budget (food, clothing, 
housing, fuel and light, furniture and furnishings, and miscella- 


‘Special Letter (November 8, 1921) of the Harvard University Committee 
on Economic Research on “The Commodity Price Situation,” pp. 1 and 7. 

*Monthly Labor Review, March 1921, p. 64. 

*Ibid., February 1921, p. 21. 

‘Ibid., p. 61. 

*Ibid., November 1921, p. 83. 
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neous) food shows the greatest decline from the peak of June, 
1920, now being 53 per cent above the figure for December, 1914. 
Housing, fuel and light, and miscellaneous items have been stable 
for the past year while food, clothing, and furniture have declined 
in price. The retail prices of food declined from the maximum 
of 219 in June, 1920, to the minimum of 144 in June, 1921, a 
figure slightly below the average (146) for 1917, representing a 
decrease from the peak of nearly 35 per cent. 

The index of union wage rates per hour actually increased 
during the year ending May, 1921 (see Table I). It is probable, 


I.—Reuative Union Wace Scares, Retan. Prices or Foop anp Cost or Lavine 


1913 1919 1920 1921 
Rates of wages per hour 100 (May) |155 (May) |199 (May) |205 (May) 
Retail food prices. . . 100 (year) |184 (June) |219 (June) |153 (Sept) 
Cost of living... .... 100 (year) |177 (June) |217 (June) |177 (Sept) 


II. —Reuatrve Cost or Livine 1x tHe Unrrep States 
(Average for 1913100) 


June June May Sept. 

1919 1920 1921 1921 

184.0 | 219.0 144.7 153.1 
214.5 287 .5 222 .6 192.1 
114.2 134.9 159.0 160.0 
Fuel and light....... 145.6 171.9 181.6 180.7 
225.1 | 202.7 247 .7 224.7 
Miscellaneous. ..... 173.2 | 201.4 208.8 207 .8 
177.3 | 216.5 180.4 177.3 


however, that rates have declined since last spring, that non-union 
rates have declined more than union rates, and that an index of 
general wage rates would not be above 180 at the present time. 
In other words real wage rates are probably at about their 1913 
level. 

VoLuME or PropuctTion 


The total physical production in 1919 in the United States of 
twelve leading crops, constituting more than four-fifths of the 


total value of all crops, was greater than for any previous year 
*Ibid., p. 71. The American Telephone and Telegraph Co.’s compilations 
show a reduction in earnings of about 25 per cent for the U. S. Bureau’s 


figures and 15 per cent for those of the New York Department of Labor. 
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except 1915 and 1912." The figure for the volume of crops pro- 
duced in 1919 is 109.1 per cent of the average for 1909-13. If 
allowance be made for growth, an estimate be made of a “normal” 
crop for 1919, and the actual production be expressed relative 
to the estimated normal, we get an “adjusted index” of 96.5 per 
cent.. In other words, the physical volume of crops produced in 
1919 was about 3.5 per cent below normal. In 1920 the total phys- 
ical production of the twelve leading crops reached a new high 
record. The index for that year was 119.4 compared with the aver- 


Il1I—Awnvat Inpices or THE Puysicat Votume or Propuction 
(Average for 1909-13=100) 


1918 1919) 1920 1921 
125 114 115 
(Estimated ‘‘normal”’ = 100) 


age for 1909-13 as 100. The adjusted index was 103.0. In1921 the 
unadjusted index for agriculture was 99.1 and the adjusted index, 
86.5. During the past three years, therefore, the crop output 
was 96.5, 103.0, and 86.5, respectively, of estimated normal for 
those years.” In 1921 there is a very large corn crop, but the 
leading cash crops, cotton and wheat, are much below estimated 
normal. 

It is not the output of agriculture, however, but of mining and 
manufacture that changes with the business cycle. The total 
output of ten leading minerals in 1919 was 110.8 of the average 
production for 1909-13, compared with the record figure of 135.6 
in 1918. In 1920 there was a recovery to 123.9, a figure which 
exceeds that of every previous year except the three war years 
1916, 1917, and 1918. Compared with estimated normal the 
production of 1919 and 1920, respectively, was 85.2 per cent 
and 93.2 per cent. In the upward swing of 1919-20 the produc- 
tion of minerals in general did not reach maximum until the 

"See an “Index of the Physical Volume of Production,” E. E. Day, Review 
‘ae September 1920, p. 10. 


*See the Review of Economic Statistics for February 1921, pp. 37-39, for 
estimates of the volume production for 1920. 
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second half of 1920. Since the autumn of 1920 the monthly 
production of coal, iron, copper, and other minerals has declined 
greatly. The production in the first ten months of 1921 of the 
most important minerals, bituminous coal and pig iron, constitut- 
ing together more than half of the value of all minerals included 
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Chart II.—The Index of f Manufacture for Eight Industrial Groups Combined 
(iron and steel, lumber, paper t textiles, leather, food and tobacco), Monthly, 1919-21. 


in the index, was 85 per cent and 53 per cent, respectively, of the 
production for the first ten months of 1919. The mineral output 
of the United States in 1921, therefore, will probably reach a new 


low record relative to estimated normal. 

Much more significant than annual indices of the volume of 
manufacture are the monthly indices which have been constructed 
by Professor E. E. Day. Chart IT shows his combined index based 
upon figures for the iron and steel, lumber, paper, petroleum, 
textile, leather, food, and tobacco industries. 


“The index discloses clearly the extent, as well as the timing, of 
the fluctuations of manufacturing output since January, 1919. 
The slump following the Armistice reduced production nearly 15 
per cent below the 1919 average. The succeeding boom carried 
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it 18 per cent above this average. The depression of recent 
months has been a more extreme movement. From January to 
June, production ran consistently between 20 and 25 per cent 
below the 1919 average and in July it touched the lowest point 
recorded, of 31.5 per cent below.”” 

Examination of the figures for the individual groups shows 
that there are differences in the timing of the significant move- 
ments of the production of various industries. ‘Thus the leather 
group was the first to experience the larger cyclical reaction after 
passing the post-armistice sag. As early as November-Decem- 
ber, 1919, production in this group was receding. The food 
group followed suit almost immediately. Textiles broke in May. 
Upon the other hand, the most important group of all, iron and 
steel, after a temporary relapse in April, ran production upon a 
high level until October, 1920. The paper group likewise suffer- 
ed no marked decline until November. And the petroleum trade 
did not show weakness until mid-winter.” 

“Similar differences appear in the periods at which the several 
groups of industries reached and passed the trough of the prevail- 
ing depression. The textile, lumber, leather, and tobacco groups 
apparently touched bottom between last December and February. 
All of these except leather have since returned nearly, if not fully, 
to the average level of 1919. The petroleum trade showed pro- 
duction well above the 1919 average even after its mid-winter 
weakness. Only iron and steel and paper, the last two to decline, 
failed to turn the corner toward recovery during the first six 
months of the year.” 

Comparison of prices and production of commodities in 1919- 
21 shows agreement in the general movements of the two. Prices 
and production rose to a maximum in the spring of 1920. Exor- 
bitant prices, maximum unfilled orders, and the cry of “under- 
production” were leading features of the situation immediately 
preceding the crisis. ‘Then the market broke, orders were can- 
celled, stocks accumulated and both prices and production fell 
precipitately to a minimum in the spring of 1921. In the autumn 
of 1921 the volume of manufacture increased, but to a point 20 
per cent below the 1919 average. 

The figures for the average volume of manufacture during the 


“Special Letter of the Harvard University Committee on Economic Re- 
search for September 23, p. 3. 
“Ibid. pp. 4-6. 
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first nine months of 1921 and 1920, relative to the volume for 
the corresponding period in 1919 as 100, are 80 and 111, respect- 
ively.” For manufacture, as for mining, it is probable that the 
complete figures for 1921 will show output relative to estimated 
normal at a new low record. The monthly figures up to October 
indicate, however, that after a sidewise movement in the summer 
of 1921 both prices and production are now showing an unmis- 
takable though halting tendency to rise from the depths of de- 
pression. 


Tue VotuME or DomEstic AND TRADE 


The dollar value of domestic trade for the first eleven months 
of 1921, as revealed by bank clearings of 190 cities excluding 
New York City, shows decreases of 22 per cent and 10 per cent, 
compared with the corresponding periods of 1920 and 1919, 
respectively.” This decline in 1921 is of course primarily the 
result of the collapse of prices. Much more significant than the 
change in the value of domestic trade is the change in physical 
volume. An index of the physical volume of goods moving is 
available in the figures for freight car loadings. In 1921 the 
shipments of grain and grain products, merchandise, and “less 
than carload lots” are greater than in 1920 while the shipments 
of coal, coke, and forest products are very much less than in 1920. 
The numbers of freight cars loaded during the first 48 weeks of 
1921, 1920, and 1919, are, respectively, 37,200,000, 43,000,000, 
and 39,500,000. ‘That is, freight-car loadings for the first eleven 
months of 1921 and 1920 are 94 and 109 per cent, respectively, 
of those for the corresponding period of 1919. Comparing these 
indices of the volume of freight moved with the indices of the 
volume of manufacture, quoted above, we find that manufacture 
and transport of goods increased 11 and 9 per cent, respectively, 
in 1920 compared with 1919 and decreased 28 and 13 per cent, 
respectively, in 1921 compared with 1920. In other words, it 
appears that the manufacture of goods declined very much more 
after the crisis of 1920 than the distribution of goods. 

Total sales of the two leading mail-order houses, Sears- 
Roebuck and Montgomery Ward, for the first ten months of 
1921 were $206,000,000 compared with $301,000,000 for the 


“These figures are the averages of the monthly indictes of production 
relative to corresponding period for 1919 as 100. See Special Letter of 
November 26, 1921. 

*Commercial and Financial Chronicle, December 10, 1921, p. 2435. 
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corresponding period of 1920, a decline of 32 per cent. The 
sales of five leading “chain” stores actually increased over 4.3 
per cent during the same period. The sales of department stores, 
reporting to the federal reserve banks, for the four months July- 
October, 1921, were 12.4 per cent less than for the corresponding 
period of 1920. A fair inference from these figures seems to be 
that, considering the price declines of the year, the volume of 
goods being distributed by retail is not far below that of a year 
ago. 

"The subject of foreign trade occupies a leading place in current 
discussions of the business situation. Many writers hold that 
the large volume of our foreign trade in 1919 was mainly respon- 
sible for our business prosperity in that year and that the recent 
decline of our foreign trade is largely responsible for the present 
depression. 

In 1919 our total foreign trade reached the record figure of 
$12,154,000,000, with merchandise exports at $8,161,000,000 and 
imports of $3,393,000,000." Despite the decline of prices in 
1920, our foreign trade reached a new record figure of $13,711- 
000,000 with merchandise exports of $8,343,000,000 and im- 
ports of $5,368,000,000." The figures for 1921 show a spectac- 
ular decline in values. During the first ten months of 1921 our 
total foreign trade has averaged little more than half of the 
1920 monthly average. The value of goods imported turned 
downward definitely in September, 1920, but a significant decline 
in exports did not appear until February, 1921. 

To determine the real significance of this reduction of our 
foreign trade to about one-half of its former value indices of the 
physical volume of exports have been computed by Professor 
John H. Williams. The index based on 175 selected commodities, 
representing about three-fourths of our exports in 1919, “shows 
that the physical volume of exports in 1920 was 94.1 per cent 
of the volume exported in 1919. In other words, there was a 
fall of 5.9 per cent in the quantity of exports last year compared 
with the year before. An index, similarly constructed, but based 
on 50 selected commodities comprising 63 per cent of the exports 
in 1920, shows that the physical volume of exports in the first 


“Bradstreet’s, December 3, 1921, p. 791. 

“These figures include merchandise and silver. See Supplement to the 
Review of Economic Statistics, April 1920, p. 5. 

“See Supplement to the Review, July 1921, p. 170. 
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three quarters of this year (1921) was 94.0 per cent of the 
quantity exported in the same period last year.’”” 

That is to say, the increase in the value of our exports in 1920 
over 1919 resulted from an increase of prices and in spite of a 
decline of about 6 per cent in quantity, whereas the “pronounced 
decline of our export trade this year has been for the most part 
but the expression of falling prices.”” This is a fact of the 
greatest significance. 

Analysis of the quantity figures for merchandise exports 
reveals clearly the reason for the moderate decline in the physical 
volume of exports in 1921. There were very large increases in 
the exports of agricultural commodities such as, corn, wheat, 
lard, cottonseed oil, barley, and rice, so that in 1921 Europe 
bought our foodstuffs in great physical volume than ever before. 
Cotton, our leading export, increased 6 per cent in quantity 
although it decreased 63 per cent in value, while wheat, our next 
most important export, increased 82 per cent in quantity and 
only 4 per cent in value in the first nine months of 1921 compared 
with the similar period of 1920. 

Pointing out the stability of the trade balance in the figures 
for 1920 and 1921, Professor Williams justly remarks, “it seems 
clearer than ever that there will be no radical disturbance of the 
trade balance until Europe begins the payment of the interest 
charges, now amouting to about $522,000,000 a year, upon our 
government’s credits advanced during the war and early post-war 
period.” 

CREDIT AND BANKING 


At the end of November, 1918, the reserve ratio of the combined 
federal reserve banks was an even 50 per cent, total cash reserves 
were $2,120,000,000, federal reserve notes in circulation amount- 
ed to $2,569,000,000, the minimum rate of rediscount was 4 per 
cent, and the prevailing rate on commercial paper was 6 per cent. 
After recovering to 53.7 per cent on June 6, 1919, the reserve 
ratio declined during the remainder of 1919 and until the spring 
of 1920, when the ratio reached a minimum of 42.2 per cent. 

Although cash reserves and the reserve ratio reached minimum 
in the spring of 1920, the peak of expansion of the banking system 


"Special Letter of the Harvard University Committee on Economic Re- 
search, December 10, 1921, pp. 2-3. 
*Ibid., p. 3. 
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of the United States did not occur until late autumn of that year, 
as is evident from Chart III. The maximum expansion of loans 
and investments of member banks was reached on October 15. On 
November 5 the figures for total earning assets, paper discounted 
by the federal reserve banks, and accommodations extended to 
member banks reached the peak, although federal reserve notes 
in circulation did not reach maximum, $3,405,000,000, until De- 
cember 24, 1920. 

The reserve ratios, before interbank accomodation, of the vari- 
ous federal reserve banks show that the strain was felt first in 
the East (Boston, New York, and Philadelphia) and then in the 
West and South, although San Francisco has only been slightly 
affected. Recovery has been in reverse order, but it is marked 
for all banks. 

During 1921 there has been a steady decline in earning assets, 
bills discounted, and accommodations to member banks. The re- 
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serve ratio has risen to 73 per cent and total cash reserves to 
three billion dollars. 


The great improvement of the reserve ratio in 1921 has been, 
primarily, the result of two factors, a decrease in federal reserve 
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notes and a remarkable increase in gold reserves. During the 
eleven months ending with November, 1921, the excess of gold 
imports over exports was over 638 millions, an average of $58,- 
000,000 per month. This constitutes a new high record of net 
gold imports. In the years 1915 and 1916, when the United 
States was receiving a flood of gold from Europe for war orders, 
the monthly averages were only $35,000,000 and $44,000,000, 
respectively. 

Chart IV shows the reflection in money rates of the financial 
strain of 1919-20. Call rates in New York reached maximum in 
November, 1919, and have since declined quite steadily. The rate 
on 60-90 day commercial paper, registering the demands of busi- 
ness rather than speculation, did not reach the maximum of 8 
per cent until August-November, 1920, while the minimum rate 
of rediscount of the New York Federal Reserve Bank did not 
reach its highest point, 6 per cent, until February, 1921. 

The outstanding feature of 1921 is the declining tendency of 
all rates, a tendency especially marked since the middle of the 
year. In December the rate on commercial paper is 5 to 514 
per cent and the minimum rate of discount of the various federal 
reserve banks ranges from 414 to 51% per cent. 


SUMMARY AND CONCLUSION 


A survey of the events preceding and following the crisis of 
1920 reveals the presence of the familiar sequence of events in 
business cycles—rise of security and commodity prices, increased 
production, money strain, reckless expansion, collapse of security 
and commodity markets, cancellation of orders, shrinkage of 
inventories, failures, decreased production, business stagnation, 
increasing bank reserves, and lower money rates. The difficulties 
which business encountered in 1920 were, in the main, the same 
sort of difficulties that business had encountered in previous 
crises. But there were some new elements in the situation which, 
in some cases, added to the embarrassments. 

The general rise of prices in 1919-20, unparalleled in peace 
times, was facilitated by government bond issues and the machin- 
ery of the federal reserve system; it was intensified by large for- 
eign demands for goods and the difficulties of changing from a 
war to a peace basis. The collapse of the exchanges added new 
difficulties to concerns engaged in foreign trade. High taxes 
were a factor contributing to insolvency when prices turned 
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downward. The rates of surtax levied upon large incomes have 
been so heavy as to divert investment from taxable securities to 
non-taxable government and municipal bonds. These are fac- 
tors, however, which intensified rather than caused the crisis of 
1920. 

Let us appraise the situation in which we find ourselves at the 
end of 1921. Are there elements present which indicate business 
revival in 1922? Or, are we facing the disappearance of our 
foreign trade, greatly curtailed purchasing power of agricultural 
communities, and business depression? The significant elements 
of the situation which, as I judge them, indicate that revival ra- 
ther than depression is probable in 1922 are the following: 

1. The production of manufactured articles was very much 
curtailed in 1920-21. 

2. The distribution and domestic consumption of goods dur- 
ing the past year were considerably greater than production. 

3. The decline in the quantity of goods exported in 1921 was 
not large. The exports of food products increased materially. 
In our foreign trade figures there is no evidence that the purchas- 
ing power of Europe is seriously curtailed. 

4. Real wage rates per hour appear to be about the same as 
they were in 1913. With cost of living at 177 per cent, wage 
rates at about 180 per cent, and wholesale prices at 150 per cent 
of the 1913 figures, and the downward trend of wholesale prices 
arrested it does not appear that a general downward revision of 
wages is called for. The line of least resistance toward rectifying 
the present price maladjustment is an increase in the prices of 
agricultural products. 

5. The gold reserves of the federal reserve banks have greatly 
increased, while notes in circulation and accomodations to member 
banks have declined. 

6. Money rates have fallen greatly; credit is available and is 
being utilized in the security markets ; bond issues find ready sale. 

7. The availability of credit at low money rates combined 
with a volume of manufacturing output less than current con- 
sumption and a fair amount of foreign trade will result in increas- 
ed business activity and an upward movement of commodity 
prices in 1922. 
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THE CRISIS OF 1920 AND THE PROBLEM OF CONTROL- 
LING BUSINESS CYCLES 


By Westey C. MitrcHELL 
New School for Social Research 


Interest in the problem of controlling business cycles itself 
fluctuates with the condition of business. In periods of prosper- 
ity few men are concerned to prevent the increasing activity from 
running to extremes and breeding a crisis. During the crisis 
everyone is so worried by what tomorrow may bring forth that 
he takes thought only of emergency measures. It is in periods 
of depression, when the outlook is drab rather than perilous and 
when business men have leisure thrust upon them, that cogitation 
upon the cause and the cure of business cycles becomes a mass 
phenomenon. Then thousands of men recall their earlier experi- 
ences of hard times, speculate with their associates about the 
character and causes of such seasons, and consider schemes for 
preventing their recurrence. In arranging that the American 
Economic Association devote the opening session of its thirty- 
fourth annual meeting to a consideration of the crisis of 1920 and 
its lessons, President Hollander is seeking to take at its flood 
this tide in the thoughts of men. 

My share in the program is greatly facilitated by the accom- 
plishments of the audience and the character of the preceding 
paper. I can take for granted intimate knowledge of the phenom- 
ena of business cycles, a refreshed memory of the peculiarities 
of the latest crisis and depression, and critical interest in the 
various proposals which have been made for controlling the busi- 
ness cycle. These advantages enable me to dispense with prelim- 
inaries, to jump from one topic to another without stopping to 
buld bridges, and to pass lightly over details. 


I 


Let me begin with a few words about the possibility of solving 
the problem of control over the business cycle. No competent 
student of the subject will assert that the rhythmicaLalternations 
of activity and stagnation so characteristic of modern business 
can be entirely eradicated so long as we maintain the institutions 
of the money economy. We do not know what measure of success 
can ultimately be attained. But on the other hand, there is 
nothing in current theories of business cycles and nothing in the 
economic history of the past which forbids us to hope that by 
well-conceived measures we can mitigate in great part the suffer- 


} 
4 


Controlling Business Cycles 21 


ings which we undergo at present in consequence of booms and 
depressions. 

Certainly such hopes are not forbidden by the theories which 
trace the business cycle to cosmic causes over which we have no 
prospect of exercising control. Suppose, for example, that 
Professor Henry L. Moore definitely establishes his hypothesis 
that “the planet Venus in its eight-yearly periodic motion with 
respect to the Earth and the Sun” is the cause of “eight-year 
generating Cycles” upon our planet, and that these “generating 
cycles” constitute “the natural, material current which drags 
upon its surface the lagging, rhythmically changing values and 
prices with which the economist is more immediately concerned” 
—suppose, I say, that this hypothesis is proven to be valid, still it 
does not follow that we shall remain forever helpless victims of 
the business cycle. For though we cannot alter the behavior of 
Venus, we could hope to counteract the effect of this behavior upon 
our fortunes by prudent management of processes which are 
subject to control. Though we cannot arrest the terrestrial sea- 
sons in their course, we do offset their influence sufficiently to 
avoid freezing to death in winter. 

Nor need the long list of crises in the past quash our hopes. 
Business cycles have run a tolerably regular course in the United 
States for a century and in older nations for a longer period. 
But it is not inevitable that what has happened will repeat itself 
indefinitely. Indeed, this very history when examined closely 
offers strong encouragement to efforts at changing the course 
of business developments. For among the changes that have 
taken place in the character of business cycles are certain changes 
due to the purposeful intervention of men. Men have learned to 
exercise a considerable measure of control over at least one phase 
of the business cycle. 

In the middle of the last century the English found that if the 
business public is assured in times of pressure that all solvent bor- 
rowers can get bank accommodation by paying a high discount 
rate there will be no panic fears, no runs on the banks, and no 
epidemics of needless bankruptcies. The adoption of this method 
of “crisis financiering” produced a marked change in the character 
of English business cycles: the crises became less spectacular, the 


‘Henry L. Moore, “The Origin of the Eight-Year Generating Cycle,” 
Quarterly Journal of Economics, November, 1921; XXXVI, 29; and Economic 
Cycles: Their Law and Cause, 1914, 149. 
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liquidations became more circumspect but longer. At the same 
time the differences between English and American cycles became 
more marked. We continued to have violent panics, as in 1873, 
1893, and 1907. Bankers and economists knew the reason and 
urged the remedy—such a centralization of banking resources as 
would enable American bankers to give their customers the same 
assurance that the English business men received. It took a 
generation to effect the necessary changes in our federal banking 
law, but President Wilson finally succeeded in getting Congress 
to pass the Federal Reserve Act in 1914. And six years later 
our new machinery was put to the test and found adequate. 

To repeat, we have learned how to prevent crises from degen- 
erating into panics, and from that success we may derive substan- 
tial encouragement to attack the next problems: how to lessen 
the excesses of booms and the sufferings of depressions. 


IT 


In dealing with these problems we have seldom made the proper 
approach. After the usual human fashion we have tried to count- 
eract the effects from which we suffer rather than to control the 
causes from which they flow. In every period of severe depres- 
sion we have hurriedly devised emergency measures to prevent 
people from starving. Of course that is an effort in which every 
sensible man is glad to join once the emergency grows urgent. 
But obviously it would be far better to prevent these emergencies 
from arising—if that is possible. Our chief failing has been 
that we have not devoted sufficient constructive intelligence to 
finding out whether prevention is possible. 

Happily this remark is today a commonplace. The most hope- 
ful sign in our dealings with the economic difficulties of 1920-21 
is that many men in public and in private stations have taken 
the constructive attitude, considering the future as well as the 
present, thinking about prevention as well as cure. That temper 


was a notable feature of the President’s Conference on Unemploy- 
ment, which under Secretary Hoover’s leadership first arranged 
to codrdinate the emergency measures for relieving distress this 


winter, and then provided machinery for framing a preventive 
program. 

In most discussions of preventive measures it is notable that 
emphasis is laid upon the prosperous phase of the cycle as the 
phase which requires control. It is becoming a common opinion 
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that the time for effective action is the time when industrial 
activity is approaching the elastic limit set by full use of exist- 
ing plant and when further expansion will be primarily a specula- 
tive boom. In addition to angry recrimination, there is much 
dispassionate analysis of the mistakes committed by the business 
community in 1919, analysis which seeks to find how such mis- 
takes may be avoided in future. 

The central issue in most discussions of what we did amiss in 
1919 is the time at which the discount rates of federal reserve 
banks should have been raised. Most competent judges seem 
to agree with the “personal opinion” expressed on this point by 
Governor Benjamin Strong in his statement of last August to the 
Joint Commission of Agricultural Inquiry. “I believe,” said 
Governor Strong, “if it had been possible, it would have been 
desirable for the Federal Reserve System to have advanced its 
rates at some point in the period between January and March, 
1919”—instead of waiting until November.’ 

Since our concern is with the future we need not stop to discuss 
Governor Strong’s limiting clause—“if it had been possible.” 
Perhaps the Treasury’s plans for floating the enormous Victory 
Loan in the spring really did make it impossible, or at least 
undesirable, to raise the federal reserve rates until that under- 
taking was accomplished. However that may be, we are justified 
in hoping that in the future such exigencies will seldom arise to 
prevent the Federal Reserve Board from adopting the policy 
which seems wise in the economic interest of the public. What 
most concerns us is that the Governor of the largest Federal 
Reserve Bank and many other experts believe after mature con- 
sideration that it would have been desirable to raise rates before 
the boom began. His reason for this conclusion is that an 
advance of rates would have moderated the expansion of business’ 
and thereby diminished the severity of the crisis of 1920. 

If Governor Strong and the men who share his opinion are 
right about the policy that was desirable in 1919, as I think they 
are, may we not generalize and say it is desirable to raise discount 
rates in future periods of expansion whenever signs appear that 
production is nearing its limit and that further expansion will 
consist mainly in bidding up the prices of securities, of industrial 


"Hearing before the Joint Commission of Agricultural Inquiry, Sixty- 
Seventh Congress, Ist session, Part 13, p. 763. 
*Ibid., p. 772. 
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equipment, and of the goods in process of production and distri- 
bution? 

Three objections have been made to this suggestion that the 
excesses of booms can be tempered by advancing discount rates 
at an earlier stage than has been customary in the past. 

First, it is said that the measure would be ineffective. Bank 
discount is a minor item in most business undertakings, an item 
small in comparison both with other costs and with the profit mar- 
gins anticipated in periods of prosperity. In this respect, we are 
told, American bus ; differs notably from English business in 
pre-war days, when an enormous volume of international trading 
was done in London on margins so narrow that a change of a 
quarter of one per cent in the market rate of interest made a 
marked difference in the prospects of profits. 

There is force in this contention, but not, I think, enough force 
to countervail Governor Strong’s opinion that an advance of 
discount rates would moderate the expansion of business. And 
moderation is what is wanted to prevent booms from producing 
those credit entanglements which make inevitable a long period 
of liquidation. Granted that most business plans would not be 
affected by an advance of even one or two per cent of the dis- 
count rate, there probably remains a considerable volume that 
would be affected directly, and a larger volume that would be 
affected indirectly by a signal from the banks to observe caution. 
To control these marginal transactions would tend to relax the 
stresses that are accumulating within the business system. 

A second objection is that the American public has been accus- 
tomed to accept reserve ratios as the best index of banking condi- 
tions and the proper guide to discount policy. In view of that 
fact it is chimerical to propose schemes that set up a novel basis 
of control. The » line of advance “is not that of finding a 
substitute for the reserve ratio as a guide to credit policy, but 
rather that of finding how to make our reserve ratio a more 
sensitive and immediate indicator of changing conditions than 
it now is.” Mr. A. C. Miller of the Federal Reserve Board has 
recently presented this view with his cogent lucidity in the 
American Economic Review. And in accordance with this view 
he has suggested changes in the methods of federal reserve bank- 
ing designed to make the American system work in much the same 
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way as the English banking system worked for forty years before 
the war. 

One may, I think, go far with Mr. Miller and yet stop short 
of the conclusion that the reserve ratio should continue indefi- 
nitely to be the guide to credit policy. Efforts to make “our 
reserve ratio a more sensitive and immediate indicator of chang- 
ing conditions than it now is” are certainly in the line of progress. 
But I hope that progress will not be limited to attaining such 
measure of success as the Bank of England achieved for forty 
years before the war. For with all this success England suffered 
grievously from business cycles. We should aim at gaining a far 
more effective control over the wastes of prosperity and the 
sufferings of depression than the Bank of England has ever exer- 
cised. And while we may agree with Mr. Miller that our business 
public is unprepared for a discount policy that might raise the 
rates while reserve ratios were still high, yet we may not treat 
that attitude as an insuperable obstacle. As an official Mr. 
Miller confines himself to that which is immediately realizable; as 
an economist he might join us in considering plans which involve 
campaigns of education. 

The final objection is that we have no definite means of knowing 
the precise point in the prosperous phase of the business cycle at 
which it is desirable to check expansion. But that objection has 
been met by the progress of statistical research and the ingenuity 
of Professor O. M. W. Sprague. Professor Sprague proposes to 
use index numbers of physical production such as have been made 
recently by Day, King, Snyder, and Stewart as a basis for dis- 
count policy. These series show that the increase in volume of 
business after a depression is for some time produced mainly by 
a rapid increase in the output of serviceable goods. During that 
phase of the cycle expansion is economically desirable. But 
whenever the existing industrial equipment is booked to capacity 
and the industrial army is fully employed then future growth in 
the supply of serviceable goods slows down to the rate at which 
new equipment and new hands can be provided and improved 
technical methods devised. After this point has been reached 
in the cycle a further rise of prices serves not to increase the 
current supply of serviceable goods, but to create confusion in 
the markets, stimulate disserviceable speculation, and to produce 
the credit entanglements which cause so much anxiety during the 
crisis and prolong the period of liquidation. Our aim accord- 
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ingly should be to check the rise of prices when the index numbers 
of physical output indicate that the limit of existing capacity is 
being approached. At that point it would be desirable to raise 
discount rates—even though reserve ratios might still be high. 


This suggestion is being developed at present by Professor 
Sprague in a book which we shall all be reading next autumn. 
We cannot pass final judgment upon this original plan until we 
have seen it developed in full. But in the meantime let us not 
dismiss the idea on the ground that the public has now insufficient 
knowledge of business cycles to permit its adoption. If the 
scheme is desirable we should be ready to play our part in a cam- 
paign of education, and to begin that campaign by educating 
ourselves in the possibilities of the measure which Professor 


Sprague proposes. On the other hand let us not expect that any 
single plan will give us as large a measure of control over the 
business cycle as we desire and can attain. And this remark car- 
ries us forward to the consideration of certain other plans of 
control which merit attention. 


III 
The most promising among these other plans are so familiar to 
economists that I need hardly more than name them. First comes 
the long-range plann ng of public works, with intent to get a 
larger part of such undertakings executed in periods of depression. 


In England the possibilities of this plan have been investigated by 
Professor A. L. Bowley and its adoption has been urged by Mr. 
and Mrs. Webb. In America its chief champion is Mr. Otto T. 
Mallery. In 1917 Mr. Mallery persuaded the legislature of 


Pennsylvania to sct up the machinery necessary for such a pro- 
gram. California copied the Pennsylvania legislation this year, 
and now a bill providing for a similar planning of federal public 
works is pending in Congress. For this plan it is urged that the 
saving in the cost of public works if contracts were let in periods 
of depression would be ample compensation for any inconvenience 
caused by postponing their completion for a year or two; that 
the reduction of competition for men and materials during per- 
iods of prosperity would lessen the strain of over-activity, and 
the increase of public contracts in times of depression would di- 
minish the losses of both labor and capital. Like most other re- 


forms this plan cannot be put into effect without an intelligent 
appreciation of what is now amiss on the part of large numbers 
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of men. It too requires a campaign of public education. And 
no one can tell in advance just what practical importance it may 
assume. But clearly the average annual volume of construction 
work now undertaken by various public bodies runs high in the 
hundreds of millions, and a considerable fraction of this imposing 
total can be allocated on the basis of the business cycle without 
detriment to social welfare. Further, it is quite possible that in 
addition to construction work public purchases of many stand- 
ard supplies might advantageously be planned on this basis. 

The extension of such long-range planning from public to 
private enterprises is an obvious suggestion. Before the war 
the French Ministry of Transportation seemed to be moving in 
this direction, with reference both to new construction and pur- 
chase of rolling stock. As long ago as 1908 Mr. Carl Snyder 
was arguing that American railways could profit by planning 
their expenditures, as they have long been planning their financ- 
ing, with reference to the business cycle. In practice, most 
American railways still do precisely the opposite; they build and 
buy most freely in times of business activity when costs are high. 
For this policy there is at present a compelling reason. Few 
railway systems have the financial leeway necessary to allocate 
their outlays in the most advantageous fashion. They are forced 
to live from hand to mouth however extravagant that mode of 
life may be. But if it is socially desirable to leave the railways 
in private hands, it is desirable to secure them revenues sufficient 
to maintain efficient service and with such revenues they would 
in all probability find it profitable at least to level down the 
present inequalities of outlay as between good times and bad, if 
not actually to undertake more work in periods of depression 
than in periods of activity. And what is true of the railways 
in this respect is probably true also of most other industries. 
The total volume of purchases and construction work which 
might with advantage to all concerned be systematically planned 
with reference to the business cycle runs in the billions. 

Quite a different line of attack upon the problem is represent- 
ed by the various schemes of unemployment insurance now in 
operation or under consideration by government agencies and 
private employers. Perhaps the most interesting of these plans 
is the Huber bill at present pending in the Wisconsin legislature. 
This bill creates an Unemployment Insurance Company, which all 
manufacturers in the state would have to join, and to which they 
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would pay premiums varying according to their labor-turnover 
rates. These premiums would be used to provide unemployment 
allowances for employees discharged for no fault of their own. 
The central idea, however, is less to mitigate the misery of the 
man out of work than to prevent men from being discharged for 
lack of work. For by making his premium depend upon his labor 
turnover this bill gives the employer an inducement to stabilize 
his working force. Just as compulsory accident insurance has 


led to a large reduction in the number of accidents, so it is believed 
that compulsory unemployment insurance would lead to a large 
reduction in the number of the unemployed. 

Concerning other plans for stabilizing economic activity—the 
improvement of employment offices, out-of-work benefits by labor 
unions, a greater centralization of banking, stabilizing the dollar, 
and the like, I shall say nothing—not because of lack of interest 
but because of lack of time. One matter however so nearly con- 


cerns our profession that I must dwell upon it—the need of 
increasing our knowledge of the business cycle and putting this 
knowledge to better us 


IV 

All of us who have followed the crisis of 1920 and the prolonged 
liquidation which it started have had brought home to them the 
large speculative element in their thinking about the subject. 
For example, we have heard a great deal about “frozen credits” 
as a factor of the first magnitude in retarding recovery. We have 
read much about how these credits became “frozen” and how they 
may be “thawed.” But if the factor is of first-rate importance 
we ought to know what a “frozen credit” is, what proportion of 


bank credits answers to the definition, what proportion of credits 
is frozen in ordinary times. The latter point is particularly 
significant and yet has been little attended to by bankers or 


economists. So far as I know no adequate analysis has ever been 
made of bank loans from this point of view. Certainly our in- 
sight into the difficulties which we are confronting and therefore 
our ability to meet these difficulties with success would be increas- 
ed if our banking authorities would compile and publish statistics 


of this character. 

In general American banking statistics rank high in compari- 
son both with statistics from other fields at home and with bank- 
ing statistics from other countries. But they present a second 
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lamentable gap. Some 10,000 banks are connected with the 
Federal Reserve System, and concerning their condition we get 
reports five times a year. But there are 20,000 other banks con- 
cerning which we have but one report a year, and that a meager 
one. It is true that these 20,000 state and private banks all put 
together have only half the resources of the 10,000 member insti- 
tutions. But in such a situation as the present, when the financial 
position of the farmers counts so heavily in all reckonings, it 
is ill that we have to conjecture facts which we might know. The 
Federal Reserve Board or the Comptroller’s Office would render 
a great service if they would fill this gap. 

Once again, this year has taught us how poor are our statistics 
of unemployment, of wages, of earnings. When an attempt 
was made last autumn to find how many men were out of work, 
the Bureau of Labor Statistics and the Advisory Committee of 
the President’s Conference on Unemployment could not get within 
a million of each other’s estimates. About part-time employment 
we know almost nothing. The prices of labor are always a matter 
of the first consequence, and in the present time of readjustments 
there is especial need of current data—a need so pressing that it 
is hard to be grateful for the fragmentary surveys made from 
time to time by the Bureau of Labor Statistics. And even if we 
had comprehensive statistics of wage rates we should still be 
unable to make out changes in the economic position of the work- 
ing classes or to get much light on the “buyers’ strike” which is 
alleged to have precipitated the crisis unless we had data for 
pay-roll disbursements and family earnings. All our compari- 
sons between wages and cost of living are rendered doubtful 
because the fluctuations of wages may be very imperfect repre- 
sentations of fluctuations in family incomes. 

Then there is the whole field of merchandising—a big section 
of our economic life which is so obscure that we cannot say even 
approximately how many retail and how many wholesale stores 
there are in the country. This field is a difficult one, but is it really 
more difficult than agriculture, manufacturing, mining, or even 
transportation? Yet if one puts the current reports from a few de- 
partment stores and mail-order houses which are published in the 
Federal Reserve Bulletin and the Survey of Current Business be- 
side the material in the Year Book of the Department of Agricul- 
ture, the Census of Manufactures, the Geological Survey’s reports 
on Mineral Resources, and the publications of the Interstate Com- 
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merce Commission, how slight the merchandising figures seem! And 
how difficult it is to see even a little bit into the business future 
when one has to guess at what is happening in the great processes 
of distributing merchandise. And how can we intelligently attack 
the problems of « omic waste without a chance to follow goods 
beyond the walls of the factory and the cars of the railways? 
There are few bers of our Association who have not felt 
the lacks which I have lamented and other lacks besides. Most 


of them are lacks we cannot fill by individual enterprise. But we 
can do something as individuals by seizing every opportunity to 
use the data which are already available in our discussions of 
economic problems and to coéperate with the various agencies, 
public and private, which are striving to improve the range and 
character of statistical reporting. In this effort we have many 


allies. There is a rapidly growing sentiment among business 
men in favor of statistical publicity. Indeed the recent converts 


from this side sometimes err from an excess of zeal and propose 
impossibly elaborate inquiries—questionnaires that would require 


months to fill out. The statistical offices of the federal govern- 
ment—it is not invidious to mention especially the bureaus of the 
Department of Commerce and the research organizations of the 
Federal Reserve Board and the Federal Reserve banks—are show- 


ing a degree of enterprise which is most gratifying. Everything 
which we can do to increase interest in their output, and to 
answer their numerous calls for service, is a professional duty. 


But to do what in us lies toward the improvement of statistical 
data is by no means the whole of our opportunity. After all, the 
endless tables of statistics which we need are only raw materials 
from which we are to construct a more serviceable account of 
economic behavio in account that will serve better all efforts 
to raise the standards of social welfare. Among these efforts the 
effort to control the business cycle is but one, though one that 
is in a most hopeful stage at present. Here is a really progressive 
line of economic research. The books in this field rapidly go out 
of date, because the later writers have new things to say; they 
really have more knowledge, keener insight, better technique than 
their predecessors \nd yet we are far from being within sight of 


the solution of our problem. 
You remember Carlyle’s description of the situation of England 
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in 1843 when he spent the first seven weeks of the year in writing 
Past and Present. 


“England is full of wealth,” he wrote, “of multifarious produce, 
supply for human want in every kind; yet England is dying of in- 
anition. With unabated bounty the land of England blooms and 
grows; waving with yellow harvests; thick-studded with workshops, 
industrial implements, with fifteen millions of workers, understood to 
be the strongest, the cunningest, and the willingest our Earth ever 
had; these men are here, the work they have done, the fruit they have 
realized is here, abundant, exuberant, on every hand of us: and behold, 
some baleful fiat as of Enchantment has gone forth, saying, “Touch it 
not ye workers, ye master-workers, ye master-idlers; none of you can 
touch it, no man of you shall be the better for it; this is enchanted 
fruit.’ 

It is true that Carlyle made the grave mistake of supposing 
that this condition of affairs was a chronic instead of an intermit- 
tant disease of the body politic; but for all that his description 
applies as well to the United States in 1921 as to England in 
1843. And this description points straight to the heart of the 
difficulty which we must face in our efforts to control the business 
cycle. 

This past year millions of us have been idle when we wished to 
work, billions of dollars worth of plant and machinery have stood 
unused when the owners longed to start their furnaces, and what 
we wanted to produce we needed to consume. The Edict of En- 
chantment which forbade us to do what we wished was pronounced 
by the Money Economy. We are periodically mastered by this 
social machinery we have made, and stand idle and needy at its 
bidding. For with all its efficiency the Money Economy has a 
fundamental defect—it warps the aim of our economic activity. 
What we want as human beings is to make serviceable goods. 
What we are compelled to do as citizens of the money economy is 
to make money. And when for any reason it is not profitable to 
make goods we are forced to sacrifice our will as human beings to 
our will as money makers. That is the heart of the paradox. 

If I am right about this fundamental matter, I can hardly be 
wrong in taking an optimistic view of the future. For since the 
money economy is a complex of human institutions, it is subject 
to amendment. What we have to do is to find out just how the 
rules of our own making thwart our wishes and to change them 
in detail or change them drastically as the case may require. 
Not that this task is easy. On the contrary, the work of analysis 
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is difficult intellectually and the work of devising remedies and 
putting them into effect is harder still. But one has slender 
confidence in the vitality of the race and in the power of scientific 
method if he thinks a task of this technical sort is beyond man’s 
power. 

To do our large share in this work as economists we must 
develop our contribution to the theory of human behavior 
along three lines. First, we must make an increasingly thorough 
use of quantitative analysis, coéperating vigorously in the efforts 
at securing better statistical data on the one side, and on the 
other side utilizing such data as we have to the best advantage. 
Secondly, we must be clear in our own minds about the role which 
institutions play uiding our behavior. Among these institu- 
tions none is mor: portant than the money economy. No one 
cares deeply for what Professor Fetter calls “price economics” 
on its own accoul \ll of us agree with him that our ultimate 
aim is social welfa But we cannot promote social welfare 
effectively without finding where our dominating pecuniary insti- 
tutions serve us well and where they serve us ill. So we have the 
best of reasons from the Viewpoint of “welfare economics” itself 
for devoting much of our attention to the technical exigencies 
of the price syst Finally, I think we must adopt a cour- 
ageously constructive attitude toward our problem. “—Social 
science seems to me,” said John Dewey in 1917, “to stand about 
where physical science stood three centuries ago in the early 
years of the seventeenth century. There is the same halting and 
obstructed tendency to move from the attitude of the outside 
spectator, classifier, and justifier of things as they are outwardly 
given to that of the active participant and modifier, from that of 
wholesale organization to that of retail reorganization.” Let 
us join whole-heartedly in that movement, cultivating an experi- 
mental habit of mind, and endeavoring to add our mites to the 
knowledge that may some day give mankind control over their own 
behavior. 


“The Need for Social |] hology,” Psychological Review, July, 1917; XXIV, 
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CONTROLLING BUSINESS CYCLES—DISCUSSION 


N. I. Srone.—Business cycles with their concomitants of business 
booms and business depressions are characteristic of the capitalist 
system. I prefer the term “capitalistic” to that of “money economy” 
used by Professor Mitchell, because the economic system which pre- 
yailed in the days of the guild, when the producer was both worker 
and owner of the means of production, was also a money economy. 
For, to use Professor Mitchell’s test, under that pre-capitalistic in- 
dustzial system the primary function of man in society, the making 
of serviceable goods, took the form of making money, as it does now. 
Else, St. Thomas Aquinas and other mediaeval writers would not have 
been writing learned disquisitions on the subject of a “justum pre- 
tium.” But the money economy of their day did not move in cycles. 
Marx’s claim that the phenomenon of recurring business depressions 
is peculiar to the modern capitalistic system has never been disputed, 
to my knowledge, by any economic writer. The Socialist indictment 
of the capitalist system for its failure to function properly in what is 
the sole mission of its existence, has remained unanswered, for as 
Professor Mitchell says, Carlyle’s moving description of the tragedy 
of British life in 1843 “applies as well to the United States in 1921.” 
The significance of Professor Mitchell’s paper, to my mind, lies in 
the fact that the science of economics, and particularly applied econo- 
mics, is awakening to the realization of the fact that paralysis of 
industry with unemployment and starvation need no more follow in 
the wake of the downward swing of industrial cycles than freezing 
to death need be caused by the winter phase of the weather cycle. 
This new conception marks a turning point in the progress of economic 
thought. Its successful application will give a new lease of life to 
our industrial order, and will make impossible the cataclysm which 
Marx predicted as the inevitable consequence of the choking of the 
capitalistic system with the productive forces it has conjured up. 

The power of the Federal Reserve Board to regulate the flow of 
credit is so great and all-pervading as naturally to suggest the idea 
of its being used as a means of controlling the ebb and flow of indus- 


has been trying to do in Great Britain for more than half a century. 
The new departure is in Professor Mitchell’s and Professor Sprague’s 
suggestion to adjust the discount rate not with a view solely to finan- 
cial tests, such as the reserve ratio, but by direct reliance on indus- 
trial symptoms such as an index number of physical production. 

Since the bank is but the handmaiden of industry, there can be no 
valid objection to the proposition, except on the score of its feasibility. 
The latter is merely a matter of improved technique in our statistics 
of production and of wholesale and retail trade, which have been 
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operate on an even keel throughout the year and have been successful 
in their efforts. If this could be achieved in an industry which is 
proverbially seasonal and is the first to feel the quickening and dead- 
ening effects of good and bad times, and is moreover subject to changes 
in style, if the Dennison Company could regularize its manufacture of 
Christmas goods throughout the year, not te speak of other examples, 
is it too much to expect that the steel industry might regularize the 
production of steel billets and rods and rails? 

Unfortunately, progress in this field is dependent on individual 
initiative and intelligent study, and requires an outlook beyond the 
horizon of the counting-room of the individual business, which is a 
rare asset in our industrial world. In so far as it can be stimulated 
by a direct and palpable financial incentive, the proposal for unem- 
vloyment insurance with a premium for each industrial plant based 
on the amount of unemployment in that plant, contains great educa- 
tional possibilities (educational for our captains of industry) apart 
from the immediate relief from want for millions of people, idle 
through no fault of their own. 

More important, because of its more concentrated effect, is emer- 
gency employment which can be furnished through public works. 
When it is considered that the amounts spent by our federal, state, 
county, and municipal governments on buildings, roads, bridges, tun- 
nels, canals, harbors, docks, irrigation, drainage, and the deepening 
of rivers run into hundreds of millions, if not billions, of dollars per 
annum, the tremendous power which the damming up of these sources 
of employment in flush years and turning them loose upon the market 
when industrial activity slackens would have in stimulating employ- 
ment can hardly be overestimated. 

The indirect effects would be even greater than the direct, for the 
billions of dollars thus expended upon necessary materials, equip- 
ment, and wages would have their repercussive effect upon every 
industry in the land like the ripples which spread from a stone thrown 
into still water. The effective demand for every commodity which is 
produced for the satisfaction of human wants on the part of the work- 
ers and their families directly employed in these public works and 
indirectly employed in furnishing the building materials and equip- 
ment, would have a quickening effect on every industry in the country. 
Only in’ this way would banks feel prompted to extend cygghit to 
industries and make effective use of the reduction of the i os 
by the Federal Reserve Board. 

It would thus seem that, if we are to cope successfully with the evil 
effect of industrial depression, both devices will have to be used to 
supplement one another. Although the difficulties in the way of a 
comprehensive handling of the problem are so great as to have seem- 
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ed insurmountable until recently, the outlook at present seems prom- 
ising. Already the federal government has greatly stimulated the 
building of roads by its system of sharing the cost of construction with 
the states. The unemployment conference under the leadership of 
Secretary Hoover has resulted in prompting public authorities to 
push public works at this time to the limit of their authority. What 
we need most, is legislation which would permit our public authorities 
to expend the appropriations for public works at such times as condi- 
tions will warrant over a period of say five to ten years, instead of 
their being available only for the current fiscal year, as is the present 
rule. 

Senator Kenyon’s measure entitled “A Bill To Prepare For Future 
Cyclical Periods of Depression and Unemployment by Systems of 
Public Works” introduced in the United States Senate last month 
aims at this end. Though susceptible of improvement in detail, it 
would go far toward approaching this goal. In addition, it vests the 
Secretary of Commerce with power to publish monthly reports on 
business conditions and to “‘obtain such additional facts and statistics 
as may be necessary to carry out the provisions” of the bill. Under 
this simple provision, it would be possible, under the bold leadership 
for which the present head of the Department of Commerce is known, 
to organize the collection of the statistical information which Profes- 
sor Mitchell has outlined as so urgently necessary, and the foundation 
would thus be laid for still greater achievement in the future. 

Both from the broad viewpoint of the best interests of the country 
and from that of our immediate interest as workmen in improved tools, 
it behooves us all to exert our influence for the adoption of the Ken- 
yon Bill. (S 2749) 


W. C. Scuiutrer.—The problem of controlling the wide variations 
in business conditions centers primarily upon the understanding of 
the workings of our money economy and the principles that determine 
the several phases of the business cycle. The augmented degree of 
elasticity that our credit system has acquired because of the efficiency 
of the reorganized banking system and because of the enormous accre- 
tion to the gold supply makes some kind of control over the upswing 
of the business cycle seem necessary. Again, whether considered from 
the private acquisitive or social viewpoint, human interest in the mil- 
li moneyless unemployed and in the elimination of economic 
wa as a result of idle industrial equipment ought to elicit support 
for plans that aim to moderate the business depressions. 

The chief obstacles involved in the problem which seeks to devise 
ways and means toward moderating the upswing and downswing of 
business conditions are the traditional aversion in America to central- 
ization of power and control over private conduct, and the traditional 
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propensity to acquire immediate profits and “to cut the melons as they 
ripen.” These two factors so deeply ingrained in our habits of think- 
ing can only be rendered less tenacious by education. The process of 
education will take time and patience, but the war has helped to make 
the average mind more susceptible to suggestions in this respect. 
Along the line of meeting the above traditional aversion and practice, 
the following methods of education should not be overlooked in pro- 
posing plans for controlling the business cycle. First, sufficient data 
should be obtained, not only for the purpose of understanding the 
workings of our money economy and of formulating policies of control, 
but also, and of no less importance, the efficient utilization of the data 
in order to make a convincing appeal to those whose change of attitude 
is desired in behalf of the plans proposed for controlling the business 
cycle. Secondly, especially does it seem necessary to organize courses 
in business cycles in the universities and colleges. These courses 
should involve the study of the principles of business cycles, the an- 
alysis of business conditions, the intelligent and practical utilization 
of the data offered by business reporting services and the training in 
making scientific business forecasts for particular businesses as well 
as for general business conditions. 

The policies of control to moderate the upswing of the business cycle 
that are generally agreed upon as practical measures involve the re- 
striction on the uses of bank credit. Recognizing the basis of facts 
with reference to the credit system in this country, the relative impor- 
tance of the banking resources held by the twelve federal reserve banks 
as compared with those of the 30,000 member and non-member banks 
seems small. It is difficult to see how the control by the federal 
reserve discount rate can be made effective until the wide elastic mar- 
gin that the national and state banks’ resources possess has become 
narrowed by the normal economic growth of the country. As the 
situation stands, the business maladjustments will certainly become 
serious before the resources of the 30,000 banks have become exhaust- 
ed. Besides waiting for the economic growth of the country, or 
perhaps a loss of gold through export, to reduce these surplus bank- 
ing resources, a concentration movement among the 30,000 banks 
might aid control over credit, but this development seems extremely 
doubtful because of traditional and legal restraints. Nevertheless, 
the immediate fundamental requirements that the federal reserve dis- 
count rate should be kept above the market rate at all times ought 
not to be difficult of attainment. The history of European central 
banking practice, even though a greater mobilization of banking 
resources existed there than in this country, reveals the primary need 
of keeping the central bank discount rate above the market rate. And, 
since the English bank rate was generally above the French bank 
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rate, while the German bank rate was above the English, it seems 
advisable that the federal reserve discount rate should be kept above 
the German rate, granting relative comparability of conditions now 
with those that existed in the respective countries before the war. 
The factors that caused this difference in the rates of Germany, Eng- 
land, and France were the wider margins of profits in industry plus 
the less determinateness or greater fluctuations of the market rate. 
Since these factors are present to a greater degree in the United 
States, the reasons for higher discount rates become apparent. Again, 
it must be recognized that the central bank rates in Europe before the 
war had an additional significance for those countries because of the 
preponderance of foreign trade relative to the domestic trade and the 
close interrelation of the European credit markets, making thus neces- 
sary the use of the bank rate to conserve the already economically 
used banking resources for the respective countries. 

The problem of long-range planning of capital expenditures to 
moderate the business depressions involves certain practical difficul- 
ties. The traditional dividend policies of concerns as well as the 
attitude of the investors would make the adoption of such plans on 
the part of private enterprises quite improbable. The methods of 
managing business capital would have to undergo considerable changes 
in the direction of meeting scientific standards of capital requirements 


over long periods. Such also would be the difficulties if the plan 
were adopted by railroads and public utilities. The undertaking of 
capital expenditures in periods of depression should only be attempt- 
ed if an effective control over the uses of credit could be established. 
The billions of dollars that could be thus expended with the employ- 
ment of the necessary labor would contain all the seeds of a business 


boom. There are other considerations. The strain in the investment 
market is only relieved after the decline in business activity has set in. 
The conditions for capital application become favorable after the 
disorganization and unemployment of the personnel in the industrial 


plants has already taken place. The business readjustments upon a 
new basis of cost would render the calculations of the amount of cap- 
ital required very indeterminate. The immobility of labor would 
necessarily limit the scope of the possible reémployment of labor. 
Perhaps only the laborers in the construction industries would be 
benefited unless the whole business system would again be stimulated 


into a state of revival. Finally, the interferences with the liquidation 
process that would become possible under such plans might place 
undue burden upon the marginal laborers and business concerns. The 
irregularities in the movement of prices might also become greater if 
capital expenditures were undertaken in periods of depression. If it 
is true that we are entering a long period of falling prices with inter- 
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mittent short-time price recoveries, the application of these plans 
would probably meet with more unfavorable conditions. 

Nevertheless, these difficulties are only pointed out here to open up 
further aspects of the problem of controlling the business cycle by 
these proposed schemes. Practical tests of well devised plans along 
these lines should meet with the support of those interested. These 
experiments should be welcomed. 

In conclusion, it might be suggested that there is another approach 
to the problem of controlling the business cycle which has thus far 
not been wisely sponsored. Dr. W. C. Mitchell has pointed out in 
a scholarly manner the fundamental nature of our money economy, 
the necessity of procuring adequate data with reference to its work- 
ings in order to effect better means of control toward the end of 
greater human welfare. It is difficult to disagree with him in this 
matter. Then, must we not recognize that a more coherent organiza- 
tion of the money economy would offer a better basis for control and 
more homogeneous data with reference to its workings upon which 
policies of control could be better formulated? Economic evolution 
is distinctly toward concentration of markets and of business enter- 
prises in the industrial as well as in the financial field. It is only 
necessary to point to the development of the system of industrial and 
banking Kartels in Germany before the war. Since the war the 
movement toward concentration of business enterprises has received 
added impetus. The recent experiences in England and Germany 
offer illuminating evidence. The movement has struck root in this 
country. As examples, one might cite the Cleveland bank consolida- 
tion, the proposed steel combine of the independent concerns, and the 
Ford industrial integration. It is true that the traditional aversion 
in America toward consolidation and combination of business enter- 
prises is deeply rooted. But the development is obviously in that 
direction. Federal supervision over the large business concentrations 
might be substituted for the present harrassing state control. Would 
not efficient, directive policies inaugurated toward the end of properly 
fostering the movement of concentration in American fields of bank- 
ing and industry lead toward a better organization of our business 
system, more homogeneous data as a basis of control, and be more 
fruitful of results over a given period than the various plans pro- 
posed? Would not some consolidation within the 30,000 banks in 
this country aid toward the control of credit? Would not production 
and prices become more stabilized and the prices in the price system 
keep a more consistent relation toward each other under a system of 
greater business concentration? Recognizing the practical limitation 
upon the size of business units which would involve the law of dimin- 
ishing returns in productive efficiency, nevertheless, the tying together 
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of the various large enterprises could be obtained through Kartelling 
as, for example, in Germany and England. It is realized that these 
suggestions open up intricate and vital questions, but policies formu- 
lated along these lines would lead to a more expeditious control of our 
business life, for we would be swimming with the current of develop- 
ment of our industrial and financial enterprises. 


Water W. Stewart.—The preceding papers have raised, in sharp 
fashion, this question: Can men learn to control the institutions under 
which they live or must men continue to be controlled by them? 

Professor Mitchell believes that since these institutions are rules 
of our own making they are subject to amendment; that in order to 
carry out a revision we need fuller statistical information, a clearer 
comprehension of the influence of institutions upon our economic 
behavior, and a courageously constructive attitude toward the prob- 
lem. My comments bear upon these last two points, upon the influence 
of institutions and upon the attitude of economists. More specifically, 
I wish to consider the consequences for investors and for workers of 
the business policy pursued during depressions, and to suggest a 
method by which further control might be secured. 

The primary consideration of the corporate management during a 
period of depression, when earnings are declining, is to protect the 
solvency and credit of the corporation. In pursuit of this policy pro- 
vision is commonly made toward stabilizing the incomes of investors 
in corporate securities. A default in interest payments leads to such 
serious financial consequences that the management bends every effort 
to maintain the income of bondholders even though these payments 
cannot be met out of current earnings. Likewise the harm done to 
the future credit position of the corporation by passing or reducing 
its dividends puts pressure upon the management to maintain also the 
dividend payments; the surplus earnings of the prosperous years are, 
therefore, made available to the owners of stock during years of de- 
pression. Thus during the present year of depression the profits of 
corporations have declined abruptly, yet the monthly distributions of 
interest and dividends have continued as in prosperous years. 

In contrast, during the year 1921 the wage incomes of approxi- 
mately 4,000,000 industrial workers completely disappeared. This, 
too, is part of the accepted policy for dealing with a depression when 
the financial position of the corporation is at stake. Confronted with 
unprofitable markets the management decreases the pay roll by the 
discharge of workmen. When production ceases to be profitable a 
decrease of even 25 per cent in wage rates appears ordinarily not to 
be a sufficient protection to the corporate property; what is usually 
required is a complete cessation of wage payments by the discharge 
of workmen. The only way, apparently, by which large economies 
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can be made when prices are declining is at the expense of labor. 
The maintenance of the pay roll is a problem of greater magnitude 
than the maintenance of interest payments—a problem which corpora- 
tions have not solved, and which, acting individually and competi- 
tively, they probably cannot solve. The pay roll cannot be maintained 
without a maintenance of production. Production and solvency can- 
not both be maintained at a time when there is no market for the 
product. Under these conditions a decrease in the pay roll by the 
discharge of workers is as essential to corporate solvency as the main- 
tenance of interest payments. 

Unemployment among industrial workers is the corollary of the 
decreased production of manufactured goods. The sequence by which 
this reduction of output proceeds cumulatively from one industry to 
another and back again to the place of beginning is familiar enough. 
Each successive corporation, in the effort to save itself, increases the 
difficulties for all; its discharge of workers cuts off the buying power 
from which orders ultimately arise. Such a policy, though perhaps 
expedient or necessary when corporations act individually and com- 
petitively, is ruinous collectively. 

Unemployment is not the outcome of deliberate intention; rather 
it is the unintended consequence of a policy with other aims. But 
the consequences are none the less severe because they are unintended. 
In like manner the provisions for stabilizing the incomes of investors 
are not thought of by the management as methods of dealing with the 
business cycle; they are the by-products of a policy intended to avoid 
bankruptcy and protect credit. In the control of business cycles, 
however, we are less concerned with the intentions of the corporate 
management than with the consequences of a business policy upon 
economic behavior and welfare. The point is, that a policy based 
upon financial considerations which bring a degree of security to 
the investors brings insecurity to the workers. 

Investors are doubtless more willing to bear patiently with the 
irregularities of production and employment than they would be if 
their incomes and investments suffered in proportion to the irregular- 
ity of corporate earnings. Farmers and city workers, however, who 
have borne the brunt of the depression, appear to be less patient. 
Their incomes have suffered most heavily and they are in a mood to 
revise the accepted rules for dealing with a depression. If construc- 
tive changes could now be proposed, their interest might be enlisted 
and a greater stabilization of industry secured. 

There have been suggestions for the stabilization of price and pro- 
duction through the control of credit by the Federal Reserve Board. 
Perhaps economists turn toward banking as a means of control be- 
cause the Reserve Board seems to be the only organization acting in 
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the public interest which has the authority and power to make its deci- 
sions effective. I agree that in its rediscount policy the Federal Reserve 
Board should keep in mind the price level and the production level as 
well as the reserve ratio and prevailing conditions of credit. A change 
in the rediscount rate, however, is a feeble instrument for making 
effective a judgment and a will which may differ from the will of the 
banking and business community. The primary decisions which deter- 
mine the volume and character of bank loans are made at the place of 
original discount. In fact, the rediscount policy of 1920 was finally 
made effective not by the advance in the rate of rediscount alone but by 
the actual discrimination at the source against certain kinds of loans. 
Those who approach the problem of industrial stabilization through 
the control of credit do not ordinarily contemplate the rationing of 
bank loans by a central authority, yet it is probable that if the attempt 
were made to restrict the total volume of loans at a time when bank- 
ing reserves were still adequate the policy would be brought face to 
face with that issue. 


Entirely apart from the effectiveness of the rediscount policy, 
however, the character of the organization of the Federal Reserve Sys- 


tem has shown the possibilities of a certain type of economic organ- 
ization. The experience in the recent crisis proved the wisdom of 
transferring certain functions which formerly were under competitive 
management to a board whose decisions and actions are free from 
the pressure of business competition. It will be remembered that 


so long as the responsibility for the ultimate banking reserves re- 
mained with the bankers’ banks in New York the policy pursued in 
a crisis did not permit the making of loans to solvent borrowers, nor 
did it prevent a suspension of cash payments. Each banker, in the 
effort to save himself, created a situation from which none could es- 
cape, and the crisis became a panic. Finally the Federal Reserve Act 


made a distinction between the management of a banking system and 
the management of a bank, and took the final responsibility for re- 
serves out of the hands of the individual bankers. Banking panics 
had arisen out of the competitive management of banking reserves; 
they disappeared when those reserves were centralized and brought 
under a unified control 

The uncontrolled and competitive management of production and 
the free and competitive determination of price now lead to conse- 
quences quite as disastrous. Buying power depends upon both price 
and output, and a collapse of either—at the farm or in the factory— 
causes a breakdown in the exchange of goods. A proper organization 
of that vast system of markets and prices which stands between and 
connects the farm and the factory would cause the products from 
these two sources to mutually and continuously support one another. 
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It is possible that by a redistribution of functions in the fields of pro- 
duction and price control could be established. In all save certain 
specific matters discretion could be left with the individual business 
enterprise, but in other matters the decisions might be made by an 
agency organized on a non-competitive basis and acting in the inter- 
est of the general welfare. The need for protecting competitors from 
themselves is as great in the field of production as it was in the field 
of banking. A plan which attempts that might run counter to the 
accepted principles of competitive management, but so did the plan 
for the reorganization of banking. The problem of controlling the 
business cycle is a large undertaking, and we need not delude our- 
selves that it can be achieved by slight modifications in the existing 
scheme of control. 

Whether the men of this generation learn to control the institutions 
of the money economy depends, in large part, upon the attitude to- 
ward the problem taken by the economists. If economists continue 
to believe that corrections will automatically be applied by the free 
and unregulated operation of market forces, then the cyclical fluc- 
tuations of business may continue much as they have in the past. 
Those price oscillations which prevent production and disturb indus- 
try will continue, along with other price changes which are useful in 
the guidance of production, until the economists undertake to disting- 
uish between the two. If the price system need not yield periodically 
to the action of the planet Venus, then surely it might be expected to 
show some resistance to the action of “natural law.” Natural law in 
the industrial world is a statement of the consequences which flow 
from ruies of our own making. A modification of these consequences 
as they appear in business cycles can be secured only by a revision of 
the rules. Any such revision inevitably carries with it some risks, 
but farmers and workers, I imagine, might be willing to share in these 
new risks as a means of avoiding or sharing with others the risks 
which they now bear alone. Economists, by participating in the 
revision, might help to make the new rules practicable and adequate. 


THE PRESENT POSITION OF AMERICAN TRADE 
UNIONISM 


By Georce E. Barnett 
Johns Hopkins University 


The present paper falls into three parts: (1) a discussion of 
the growth of membership of American trade unions from 1897 to 
1920; (2) an analysis of the great increase in membership since 
1915; and, (3) a consideration of the factors making for the 
growth or decline in membership in the immediate future. 

Membership is, of course, not the sole criterion of the success 
or failure of trade unionism. Other elements must be taken into 
account. The legal position of trade unions, as it changes from 
time to time, is a matter of moment, although as history has so 
frequently shown, the effect on trade unionism of adverse legal 
decisions is almost always exaggerated. The conception enter- 
tained by trade unionists of the relation of organized labor to 
the existing economic machine may very well be a determining 
element in the position of trade unionism. But when allowances 
have been made for the relatively slow changes in other factors, 
the movement of membership may be regarded as the most im- 
portant single consideration in estimating the growing or waning 
influence of trade unionism. ‘The enormous growth in the mem- 
bership of the American unions since 1915 may properly be con- 
sidered the most significant feature of recent trade-union history. 
The significance of this increase can be understood, however, 
only when it is projected against the background of the course of 
trade-union membership for a number of years. 

Before attempting to sketch the history of trade-union mem- 
bership in the United States since 1897, however, I should say a 
few words as to the statistics of membership which I am using. 
Since the figures of membership published by the American Feder- 
ation of Labor include only the membership of affiliated national 
unions, and since no official bureau in the United States, cither 
federal or state, concerns itself to assemble the statistics of na- 
tional unions, I attempted some years since to estimate as closely 
as possible the membership of American national unions since 
1897. The results of this study, covering the period from 1897 
to 1914 inclusive, were published in the Quarterly Journal of 
Economics for October, 1916. These statistics have been carried 
through 1920 by the same methods used in the earlier study. It 


| 
| 
| 
| 
| 
i 


American Trade Unionism 45 


is unnecessary to take time here to describe these methods, since 
they have been fully set forth in the article cited. To avoid the 
possibility of misunderstanding, one point however, should be 
made clear. The statistics which I have used include the Cana- 
dian membership of national trade unions which also have mem- 
bers in the United States, but do not include the membership of 
independent local unions in the United States. Since the member- 
ship of these local unions approximately equals that of the Cana- 
dian local unions affiliated with international unions, the figures 
may be regarded as fairly representative of the membership of 
trade unions in the United States. Even if they somewhat exag- 
gerate that membership, the relative movement shown by the 
figures is correct, since the movement of trade-union membership 
in Canada, as we know from the very careful estimates of member- 
ship made since 1910 by the Canadian Department of Labour, 
has been almost identical with that in the United States. 

The history of trade-union membership in the United States 
since 1897 may be divided into four distinct periods: (1) From 
1897 to 1904, the membership increased from a half million to 
over two million, every year in this period showing an increase. 
(2) From 1904 to 1910, trade-union membership oscillated around 
the 2,000,000 mark, showing no trend either upward or down- 
ward. (3) Beginning in 1910, a pronounced upward movement 
became manifest. From 1910 to 1913 the membership of Ameri- 
can trade unions rose from two million to nearly two and three- 
quarter millions. This movement was reversed in 1914 by the 
beginning of the industrial depression and by the outbreak of 
the Great War. By 1915, trade-union membership had fallen to 
approximately two and one-half millions. (4) In 1915 a great 
upward movement began. This movement did not slacken with 
the Armstice, but continued in full force until 1920, at which 
time the number of trade unionists was only slightly short of five 
million. 

From a study of the statistics two conclusions, important for 
the present purpose, may be deduced: 


1. The increase in membership since 1915 has been unpre- 
cedented in the history of American trade unionism. In no other 
period of equal length, except in the years from 1897 to 1903, 


was there an equally large percentage of increase and at no 
time has the increase in absolute numbers been so great. 
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. 2. Heretofore the recession in membership, even in times of 
extended industrial depression, has never been more than 10 per 
cent. 

If history repeats itself, American trade unionism will have 
at the beginning of the next period of prosperity a far larger 
part of the working class enrolled in its ranks than ever before. 
To take only the crudest comparative figures: in 1910, the mem- 
bership of American trade unions was 5.6 per cent of the gain- 
fully occupied persons; in 1920, according to the preliminary 
occupation statistics, it was 12 per cent of the number of gain- 
fully occupied persons. From 1900 to 1910, the membership 
increased only from 3.5 to 5.6 per cent of the gainfully occupied. 
But the conditions under which this great increase in member- 
ship has been attained are unique and before judgment is passed 
upon the probable future of trade-union membership, it will be 
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desirable to analyze in some detail this phenomenal growth in 
order to ascertain whether the increase in membership was spread 
equally over all industries or was concentrated on a few. For 
the purposes of this analysis, it seems best to compare the statis- 
tics of membership for 1920 with those for 1913, since 1913 was 
also a peak year and a comparison with 1915 exaggerates some- 
what the actual increase. I have divided American trade unions 
into fifteen classes, corresponding roughly to the industries of the 
country. Statistics of membership for these industries are only 
rough approximations, since it is not possible to allocate the 
membership of the unions among the industries in which they are 
actually employed. For example, all the members of the Machin- 
ists’ Union have been placed under Metal and Engineering in- 
dustries, although many are employed in railroad shops. But 
when allowance is made for these defects, certain broad conclu- 
sions may be drawn from the tables. The first is that the in- 
crease in membership in different industries has been very unequal. 
In five of the industrial groups, the increase has been negligible. 
In order of importance, they are (1) Mining and Quarrying; (2) 
Food, Liquor and Tobacco; (3) Theatres and Music; (4) Chemi- 
cals, Clay, Glass and Stone; and (5) Lumber and Woodworking. 

In a second group of industries, considerable percentage in- 
creases of membership occurred, but on account of the small 
number of trade unionists in these industries, the total addition 
to trade-union membership was small. The industries in this 
group are: (1) Textiles, (2) Leather, (3) Paper, Printing and 
Bookbinding, (4) Restaurant and Trade, and (5) Public Service. 
The increases in trade-union membership in these groups was 
responsible for a total increase of 300,000, or less than one- 
seventh of the total increase from 1913 to 1920. 

Leaving out of account the miscellaneous group, which is not 
important in numbers, the four remaining groups—(1) Building, 
(2) Metal, Machinery and Shipbuilding, (3) Clothing, and (4) 
Transportation—are responsible for 1,800,000 of the two and 
one-quarter million increase from 1913 to 1920. It seems obvious, 
therefore, that the immediate future of American trade-union 
membership is largely dependent upon its future in these in- 
dustries. 

When the increases in these industries are compared, it appears 
that of the increase of 1,800,000 approximately 700,000 is attrib- 
utable to transportation. But even this large increase by no 
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means represents the full importance of transportation in the 
increase of trade-union membership from 1913 to 1920. A very 
considerable part of the increases credited to the building and 
metal groups is properly ascribable to the transportation group. 
Unfortunately, no exact statement of the total increase which 
should be credited to transporation can be made. But it is 
within bounds to say that 1,000,000 of the total increase of two 
and a quarter millions since 1913 are to be found in transporta- 
tion, and that of these about 700,000 are in the railway service. 
It is a significant fact also that in the railway service, taken as 
a whole, the great increase in membership has occurred since 1918. 
The increase in trade-union membership from 1919 to 1920, ex- 
ceeding that in any other year, was, indeed, chiefly attributable to 
the rapid growth of trade unionism in the railway service. 

In view of the large part played by the railroad unions in the 
increase of membership, the consideration of the probable imme- 
diate future of American trade-union membership may be ap- 
proached best by dealing first with the railroad unions. This 
division of the question is justified, not only by the great relative 
increase in the membership of these unions, but even more by 
certain conditions peculiar to the railway service, which affect 
materially trade-union membership. In all the four great in- 
dustrial groups—Building, Metals, Clothing, and Transportation, 
which, as shown above, contributed four-fifths of the total in- 
crease in trade-union membership from 1915 to 1920—the growth 
of trade unionism was greatly stimulated by direct governmental 
action. These were the war industries par excellence and the inter- 
vention of the government in one way or another to preserve 
industrial peace resulted in all of them in great increases in mem- 
bership. The forms of governmental intervention which produced 
this result varied from industry to industry, but in all industries 
except transportation governmental intervention has ceased. 
Some account must be taken of the continuing effects of the activi- 
ties of the government. It is possible that trade unionism has 
been given such an impetus in the clothing trades, for example, 
that it will for a time retain its stronger hold. But unless rein- 
forced by some other factor, as, for example, restriction of immi- 
gration, there is no reason to believe that governmental inter- 
vention has produced in any of these industries, except trans- 
portation, permanent results. But in the railway service, the 
end of the war was not the end of governmental intervention. As 
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far as any one can now see, the system of judicial determination 
of wages and working conditions set up by the Esch-Cummins Act 
is a permanent institution. 

The effects of the continuance of governmental control on the 
membership of the railway unions is twofold. In the first place, 
the membership of the unions is protected against the more impor- 
tant disintegrating influences of a time of depression. There 
can be no building up of non-union establishments and no diver- 
sion of work to non-unionists. There has been some loss of mem- 
bership directly through unemployment, but this loss is easily 
recouped. The second effect of the continuance of government 
control has been the extension of certain rules which were a 
powerful force in some of the unions prior to governmental inter- 
vention in attracting and holding members. The outstanding 
feature of trade unionism on the railways until recently has been 
the high state of organization among the workmen making up the 
train crews, and to a less extent in the shops, and the low state of 
organization elsewhere. This difference is explicable partly by 
the fact that the members of the train crews are more necessary 
to the operation of the road, partly by the higher average intelli- 
gence of these workmen. Through the use of these elements of 
strength, the brotherhoods had won on all the roads the right to 
organize and to bargain collectively. Under the governmental 
operation of the roads and under the Labor Board, the right to 
organize and to bargain collectively has been given to all groups 
of employees, no matter how easily replaceable. But the right 
to organize alone would have produced far less significant re- 
sults in an increase of membership than those actually attained. 
It is one of the curious although little observed phenomena of 
American trade unionism that the railway brotherhoods, although 
not availing themselves of the aid of the closed shop, have been 
able to bring into membership larger proportions of the men in 
their trades than any other unions of equal or even approxi- 
mately equal size. The opponents of the closed shop, indeed, have 
occasionally called attention to the success of the brotherhoods, 
and have argued therefrom the uselessness of the closed shop as a 
means of gaining and holding members. 

The explanation of the great success of the brotherhoods ap- 
pears to lie in certain provisions in the agreements with the 
roads secured at a very early time. These provisions cover the 
subjects of discipline and promotion and operate to give every 
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member of the brotherhoods a direct personal interest in the 
activities of his union. It is a fact of common observation in 
the study of trade unions that those unions are strongest, other 
things being equal, in which the work of the union affects the 
member solely as an, individual. 

The desire to raise wages or shorten hours is a mass desire and 
in experience has proved less strong than the desire to resist unjust 
discharge or discrimination. Where a piece rate, for example, 
must be the subject of constant bargaining, the desire of the 
worker to put behind himself the strength of the union is appar- 
ently more effective than the desire to coéperate in raising the 
standard rate. In any group, a large number of men are willing 
to leave to their fellows the task of carrying on collective bar- 
gaining for those things the common benefit from which will accrue 
to the entire group, but very few men will refrain from group 
action where the end to be sought is peculiar, and individual to 
themselves. The coal miner who expects to find himself in a con- 
troversy with his employer over deadwork will join the union, 
although he might not do so if the only question likely to come 
up was the matter of the standard rate and there were no check- 
off. 

The National Agreements concluded between the railway unions 
and the Railway Administration contain in somewhat modified 
form the provisions as to discipline and promotion which for 


many years have been in the agreements of the brotherhoods. 
These provisions will prove a powerful force for holding member- 
ship. 

If we turn now to the unions not included in the railway group 
the outlook is far less promising. In the clothing industries 
the restriction of immigration has lessened the danger of non- 


union competition, but, broadly speaking, no essential change in 
condition has occurred. 

Will the experience of the past be repeated? I have said above 
that since 1897 the recession in trade-union membership in no 
period of business depression has been more than ten per cent. 
Will the American unions emerge from the present industrial 
depression with no greater loss than this? Since the main diffi- 
culty in the retention of membership, apart from actual loss 
through unemployment, lies in the necessity for a readjustment 
of wages to the general level of prices, the gravity of the problem 
is determined primarily by the amount of the change in the general 
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level of prices. The rapid and great fall in prices has presented 
to the American unions a problem which differs markedly in 
degree from any which they have ever faced. The nearest approach 
was the period of deflation after the Civil War. But as trade 
unionism was unimportant in the United States at that time, the 
analogy is not helpful. 

Prediction is hazardous, but there are indications in such re- 
ports of union membership as are available that the fall in trade- 
union membership, with the exception of the membership of the 
railway unions, will far exceed the loss suffered in previous periods. 
How great the loss will be will depend largely upon the tactical 
skill with which the unions are managed during the period of 
depression. 

Trade unions function best under a regime of static prices. 
The problems to be envisaged in a period of declining prices, and 
the conditions which must be taken into account, vary widely 
from union to union. Those unions which are protected by long- 
time arbitration contracts have least to apprehend. But where 
such contracts do not exist, the unions must face the issue of 
changes in wages, and a decision as to proper policy is extremely 
difficult to make. First to be taken into account is the power 
of the union to resist, and the factors to be reckoned here include 
the growth of non-union competition and the possible replacement 
of union men by non-unionists. Secondly, the union, in theory 
at any rate, should consider the effect on the amount of employ- 
ment of a change in wage rates. As to neither of these two sets 
of conditions is there available information which is even approxi- 
mately exact enough for the purpose in hand. 

But even more important than the lack of exact information 
is the reluctance of trade unions, especially of the rank and file, 
to guide their policies by purely competitive, economic considera- 
tions. The trade union exists in a world ruled by economic 
factors, but it has adopted as its ruling principle the dictwm 
that labor is not a commodity. I do not raise the question as to 
whether that is a sound principle, but it is certainly a principle 
on which it is difficult to act in a period of falling prices and at 


the same time to preserve intact or approximately intact the 
strength of the unions. 


| 

| 


MEMBERSHIP O! 


Unless otherwise indicated the dat 


can Federation of Labor. 
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Name of Union 


MINING AND Ot 


United Mine Workers.. 
Quarry Workers....... 


Total in Group 


BUILDING TRAD! 


Bricklayers and Masons. 
Bridge and Iron Workers. 
Building Laborers... . 
Carpenters, United. . 
Cement Workers... 
Ceramic Tile Layers. . 
Composition Roofers. 
Compressed Air Worker 
Electrical Workers... . 
Elevator Constructors... . 
Heat and Asbestos Work« 
Carriers.......... 
Marble Workers.... . 
Plumbers.. 
Sheet Metal W orkers. . 
Slate and Tile Roofers 


Wood and Meta! Lathers. 


Total in Group. 


METAL, MACHINERY, AND 


Blacksmiths... .. 

Blast Furns ace Workers. 
Cutting Die Makers. . . 
Diamond Workers. . 
Draftmen s Union. 
Engineers, Amalgamz ated 
Foundry Employees. . 

I. S. and Tin Workers.. 
Jewelry Workers. . . 
Machinists........... 
Metal Polishers... ... 
Pattern Makers...... 
Pocket Knife Grinders. . 
Railway Carmen....... 
Stove Mounters........ 
Wire Weavers.......... 


Total in Group... 


t Union disbanded or amalga 


A MLET tt 


an Economic 


AMERICAN 


ARRYIN( 
Mine, Mill and Smelt. Worke1 


0’s omitted) 
iin this table were obtained from the reports of the Ameri- 
italics were obtained from the proceedings of the union 
lence with the central office of the union. 
1915 | 1916 | 1917 | 1918 | 1919 | 1920 
167 | 161 | 178] 211 
3116 | 3180 | 3520 | 4134 | 3938 | 3936 
36 | 35 35 31 30 30 
3319 | 3376 | 3734 | 4332 | 4146 | 4177 
759 738 785 716 652 736 
123 142 160 186 241 277 
1940 2128 | 2472 | 3217 | 3460 | 3719 
16 
30 28 28 25 T pe 
12 | 12 12 12 10 18 
i2| 14 16 
362 362 415 544 | 13812 | 1392 
27 28 29 29 30 31 
10 10 10 16 18 22 
319 324 324 367 400 420 
16 6 10 10 10 12 
753 782 852 845 827 | 1031 
183 184 190 190 190 194 
L10 450 520 600 600 750 
178 175 176 183 202 218 
6 6 6 6 6 t 
60 60 60 60 60 59 
5327 | 5529 | 6065 | 7006 | 8018 | 8879 
ILDING 
85 97 120 183 283 483 
173 | 82 | 312 555 849 | 1030 
130 | 172 | 195 | 232| S81} 454 
3 2 2 2 2 2 
3 q 4 4 5 6 
. 18 35 
34 32 | 30 28 26; Tf 
6 8 | 13 33 54 91 
65 67 | 110 161 197 315 
53 | 43 48 51 81 
719 | 1009 | 1125 | 1436 | 2546 | 3308 
110 115 | 120 135 130 125 
500 | 500] 500] 500| 500] 500 
65 65 | 70 88 90 90 
3 2| t 
293 308 | 390 534 | 1004 | 1821 
1 1 1 1 1 1 
11 12 17 19 19 19 
3 3 | 3 3 3 4 
2204 | 2631 | 3055 | 3962 | 6159 | 8365 
another union. 
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TRADE UNIONS, 1915-1920. 
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Name of Union 1915 | 1916 | 1917 | 1918 | 1919 | 1920 
PAPER, PRINTING AND BOOKBINDING 

Rockit 85 93 114 145 164 | 207 
rer 35 42 46 49 56 61 
Poper 45 52 64 60 57 74 
48 51 51 51 50 59 
Poster 4 4 4 4 4 4 
Printings 227 | 290 | 330; 340] 350 
Pulp and Paper Mill Workers............ 43 44 65 80 84 95 
Sorel Piste 13 12 13 12 13 14 
Steel Plate 1 1 1 1 1 1 
Typographical 591 | 607] 633 | 647 | 705 
cg ee ee eer 1152 | 1257 | 1368 | 1440 | 1476 | 1636 

LUMBER AND WOODWORKING 
Box Makers and Sawyers................ 110 80 70 
Piano and Organ Workers............... 10 10 15 20 20 32 
os 35 39 40 48 55 56 
211 180 183 143 157 | 244 

CHEMICAL, CLAY, GLASS AND STONE 

Brick and Clay Workers................- 29 32 28 25 27 52 
Glass Bottle 100 100 100 100 100 100 
Putten, di 78 77 76 78 74 80 
Powder 2 3 3 4 3 3 
Stone 44 43 41 42 39 40 
Window Glass Workers................. 38 41 46 43 37 38 
531 521 517 } 510 | 517 

Foop, Liguor AND ToBAcco 
520 | 496 450 | 450} 400 | 341 
394 377 416 395 | 363 388 
ac 39 34 32 33 42 152 
a. § COS Peer 1111 | 1082 | 1087 | 1082 | 1015 | 1156 

RESTAURANT AND TRADE 

606 590 | 646 652 | 608 | 604 
150 150 150 150 150 | 208 
-| 885) 880} 957 | 1143 | 1471 | 1515 


+ Union disbanded or amalgamated with another union. 
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Name of Uni 1915 | 1916 | 1917 | 1918 | 1919 | 1990 
TEXT 
Elastic Goring Weavers 1 1 1 1 1 1 
Lace Operatives... .. 12 11 12 12 9 9 
Machine Textile Printers 5 | 5 5 5 5 5 
Print Cutters....... 4 | 4 4 4 4 4 
Spinners... . . ae 22; 22 22 22 22 22 
Textile Workers... .. 189 | 255| 371 | 459] 558 | 1049 
Tot al i in Group. 233 2908 | 415 503 599 | 1090 
CLOTHIN 
Cloth Hat Workers. 30 63 88 94 95 106 
Clothing Workers, Ama! 380 480 57 810 | 1440 | 1770 
Garment Workers.... 422 430 449 459 460 459 
Glove Workers....... 10 10 8 7 7 10 
ES eee 85 85 85 91 100 105 
Ladies Garment Work« 653 851 823 895 905 | 1054 
eee .| 120 120 120 120 120 | 120 
Total in Group. 1700 | 2039 | 2143 | 2476 | 3127 | 3624 
LEATHER. | 

Boot and Shoe Workers 356 390 396 358 | 368 | 467 
Horse Goods, Workers on 18 18 
Leather Workers..... 32 41 67 117 
Shoe Workers United.. 120 | 1650 200 230 390 | 330 

Traveling Goods..... 9 | 10 T 
Total in Group 503 568 628 629 825 | 914 

TRANSPORTATION 

Commercial Telegraphe 10 10 10 10 20 22 
} Locomotive Engineers . 737 729 752 808 831 869 
Locomotive Firemen. 831 936 | 1030 | 1184 | 1233 | 1259 
Longshoremen.... 250 | 250] 255 | 260 | 313) 740 
Maintenance of Wa ay > Emy 81 89 97 56 542 | 600 
Marine Engineers. . . 91 93 105 79 128 170 
Masters, Mates and Pil 45 40 43 48 62 71 
SS TCE 16 15 15 17 18 19 
Paving Cutters .... 35 33 32 32 26 26 
Railroad Signalmen.. 8 9 8 9 62 123 
Railroad Station Agents 35 35 40 45 50 88 
Railroad Stationmen. 61 45 33 
Railroad Station Emp! 34 187 222 | 294; 827 | 352 
Railroad Telegraphers . 250 | 250] 272 | 377 | 446] 487 
Railroad Trainmen.. 1305 | 1482 | 1591 | 1814 | 1969 | 1846 
Railway Clerks... ... 50 51 68 172 | 714 | 1860 
Railroad Conductors . 185 481 487 503 624 | 660 
Seamen........... 160 217 322 371 427 | 659 
Steam Shovelmen. .. 27} 20 29 37 60 80 
Sleeping Car Conductors sone | 12 
Street and Electric Railway | loyees.. 589 | 646 | 737 | 786 | 897] 987 
Switchmen.......... 90 | 93 102 107 118 | 140 
Teamsters.......... 516 | 590 703 72 756 | 1108 
Tunnel Constructors | 34 24 20 30 
Total in Group 5760 | 6233 6954 | 7773 | 9588 |12167 
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Name of Union 1915 | 1916 | 1917 | 1918 | 1919 | 1920 
THEATRES AND Music 
Theatrical Stage Employees.............. 180 181 186 186 185 196 
Total 867 | 871 | 837 | 869 | 965 
PUBLIC SERVICE 
332 834 28 25 839 224 
Post Office Clerks, Federal............... 32 42 81 101 145 162 
Railay 133 135 134 135 147 148 
Teacheta, Aah: 27 21 10 28 93 
767 815 | 895 | 953 | 1267 | 1606 
MISCELLANEOUS 
341 359 | 398 384 359 | 442 
Stationary 160 170 170 171 205 | 296 
Total 1107 | 1274 | 1577 | 1684 | 1759 | 2407 
Total in all Groups........... 25677 |27554 |30415 |34502 |40958 |49243 


+t Union disbanded or amalgamated with another union. 
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CONSTITUTIONAL GOVERNMENT 1N AMERICAN 
INDUSTRIES 


By Wo. M. LEIsERson 
Chairman, Board of Arbitration, Men’s Clothing Industry, 
New York 
1. THe Goat or Trapve Unionism 


> wrote Professor John R. 


Commons fifteen years ago, “is the trade agreement. This im- 
plies the equal organization of employers and the settlement of 
a wage scale and conditions of work through conferences of rep- 
resentatives. ‘The trade agreement must be distinguished from 
‘arbitration,’ which, properly speaking, is the reference of dis- 
putes to an umpire. Far from being a simple solution of that 
kind, it is a form of constitutional government, with its legisla- 
tive, executive and judicial branches, its common law and statute 
law, its penalties and sanctions.” 

Ten or twelve years later, Professor Robert F. Hoxie, whose 
untimely death cut short some very fruitful studies of trade 
unionism, wrote in quite a different strain: 


The goal of trade unionism,’ 


“There are in the United States today hundreds of union organiza- 
tions, each practically independent or sovereign, and each with its own 
and often peculiar aims, policies, demands, methods, attitudes, and 
internal regulations. Nor is there any visible or tangible bond, how- 
ever tenuous, that unites these organizations into a single whole.... 

“Thus the scope and character of union ideals and methods have been 
as broad and diverse as the conscious common needs and conditions 
of the groups of workers entering into the organization. Some unions 
have confined themselves to attempts to deal directly with their imme- 
diate employers and their immediate conditions of work and pay; 
others have emphasized mutual aid and education; still others have 
enlarged their field of action to include all employers and all condi- 
tions—economic, legal, and social.... 

“In short, there is unionism and unionism. But, looking at matters 
concretely, and realistically, there is no single thing that can be 
taken as unionism per s¢ 


Here we have two of our leading students of labor organizations 
differing completely regarding the fundamental nature of the 
subject matter with which they have to deal. One assumes that 
there is such a thing as unionism and that its goal is the trade 


1Commons, J. R.: Trade Unionism and Labor Problems, Introduction, p. vii. 
*Hoxie, Robert F., Trade Unionism in the United States, Ch. II, pp. 38, 35, 
36, 37. 
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agreement. The other says there is no single thing that can be 
taken as unionism, but that there are distinct types of unions 
with different goals. 

Hoxie proceeded to classify the different types. He mentions 
the structural forms that have long been recognized, i.e., craft 
union, industrial union, trades union or trades assembly, and the 
labor union. But he goes further and distinguishes four func- 
tional types of unionism which he names “business unionism,” 
“friendly or uplift unionism,” “revolutionary unionism,” and 
“predatory unionism.” 

Commons does not seem to have elaborated his view of the 
unity of unionism with its single goal, and in the new edition of 
his T'’rade Unionism and Labor Problems, published this year, he 
has omitted the statement quoted at the beginning of this paper. 
However, in his History of Labor in the United States, published 
in 1918, we find repeated reiteration of the idea that the goal of 
trade unionism is the trade agreement. 


“The ideal of the trade agreement was the main achievement of the 
nineties. It led the way from an industrial system which alternately 
was either despotism or anarchy to a constitutional form of govern- 
ment in industry”. 


“At present the trade agreement is one of the most generally accept- 
ed principles in the American labor movement. It is professed by 
the ‘pure and simple’ trade unionists and by the great majority of their 
socialist opponents. Those who reject it are a very small minority 
composed principally of the sympathizers with the Industrial Workers 


of the World.”” 

These divergent views of Professors Commons and Hoxie have 
been quoted at some length because they represent the main 
trends of opinion among American students of labor organiza- 
tions. And we believe that the fruitfulness of future researches 
in the labor field will depend quite largely on clearing up this 
difference of opinion. Either the two views will have to be recon- 
ciled, or one of them must be proved erroneous. The two views 
are not even clearly distinguished, and some writers unconsciously 
change from one to the other, with natural confusion to their 
conclusions. Clear thinking requires that we shall know whether 
there is a unity in the labor organizations that we study, whether 
there is a normal trade unionism with a more or less conscious 
goal, or whether there is a multitude of unionisms with distinct 


ae J. R.: History of Labor in the United States. Vol. II, pp. 519 
an¢ 
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types and distinct goals. Obviously, classifications, reasoning, 
and conclusions will differ greatly as we adopt the one view or 
the other. 

Is Hoxie’s “business unionism” any different from “revolution- 
ary unionism” when both attend to business? The Amalgamat- 
ed Clothing Workers of America is considered too revolutionary 
and bolshevistic to belong to the American Federation of Labor. 
It was supposed to have split from the conservative, business 
unionism of the United Garment Workers because its members 
were radical and revolutionary. But its entire growth and suc- 
cess has been characterized by the establishment of business 
relations and trade agreements with the employers in the men’s 
clothing industry. Similarly, the International Ladies’ Garment 
Workers, the International Association of Machinists, and, to 
some extent also, the United Mine Workers are radical unions, 
sometimes called revolutionary. Nevertheless, in so far as these 
organizations are successful in controlling conditions of em- 
ployment and giving their members a voice in determining 
wages and working conditions, they accomplish these results only 
through trade agreements and business methods not essentially 
different from the business unionism of the stove molders, bottle 
blowers’, printers’, building trades’ or railroad brotherhoods. 

On the other hand, the development of craft trade agreements 
on the railroads has led naturally to codperative action by all 
the brotherhoods, and there has been some joint action also with 
the railroad shop crafts. Thus the conservative railroad crafts 
developed a practical industrial unionism; and as this industrial 
unionism gave the wage-earners on the railroads more and more 
power, they found that profits and watered stock interfered with 
their efforts; so their business unions became revolutionary and 
they promuigated the “Plum Plan.” 

Then there are the two other functional types of unions: 
“friendly or uplift” and “predatory.” Hoxie himself admits 
that any union may become predatory, but all students of the 
inside workings of revolutionary unions know that these, exactly 
like the business unions of the building trades and other crafts, at 
times become predatory, and levy tribute in the form of fines, 
graft, hold-ups, and vicious restrictive regulations, on both the 
employers and the industry. 

As to the “friendly or uplift unionism,” the history of trade 
unionism in this country shows that this is but an early stage in 
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the development of unions, when they are too weak to exert or 
even to assert their power over industry. ‘Then they are like 
the wolf in sheep’s clothing. They claim they are not organized 
for strikes, but only for mutual benefit and improvement of their 
skill. Just as soon as cost of living begins to go up, however, 
and this brings them more members and more power, we find them 
striking and acting in other ways like ordinary trade unions 
whether conservative or radical. They usually retain some in- 
surance benefit and educational features, and most unions have 
these in one form or another. In a word, the so-called friendly 
or uplift unionism is but the ordinary unionism in its minority, 
before it has attained manhood, before its members are able to as- 
sert their right of citizenship in industry. Even when the em- 
ployer himself organizes a friendly or uplift union to get rid 
of the regular trade union in the field, as in the case of the Inter- 
borough Brotherhood of the New York rapid transit companies, 
he finds it soon learns to go on strike and to act like the ordinary 
union. 

We conclude, therefore, that the forms of trade unionism may 
differ; unions may emphasize different activities, they may es- 
pouse different theoretical ideals of future industrial relation- 
ships, and they may have different rituals either spoken or as 
preambles to their constitutions, to explain their activities; but 
essentially every union is the same; in the words of the Webbs, “a 
continuous association of wage-earners for the purpose of main- 
taining or improving the conditions of their working lives.” 
This definition, as the Webbs themselves point out, does not imply 
the permanent continuance of the capitalist or wage-system.’ 
The unions may aspire, as some of them have done, to a revolu- 
tionary change in the industrial organization of society, but as 
long as they function as trade unions, i.e., as long as they try to 
improve working conditions for their members, they act pretty 
much alike and are very much the same, even though emphasizing 
different ideal ends.” And almost inevitably all successful unions 
come to trade agreements. 


‘Sidney and Beatrice Webb: History of Trade Unionism, (revised edition) 
1920, p. 1, and footnote. 

*Organizations like the I. W. W., or the old Socialist Trade and Labor 
Alliance, often confuse economists because they are apparently trade unions 
for revolution only. But a careful study of such bodies will show that they 
are either political parties, and not trade unions at all—the test of membership 
being not whether a man is a wage-earner, but rather whether he believes in 
a certain platform, and if he does, even though a capitalist, whether he may be 
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2. Trape AGREEMENTs As INDUSTRIAL CONSTITUTIONS 


In theoretical discussion some trade unionists travel very fast 
to socialism, communism, syndicalism, bolshevism, and even anar- 
chism. In actual practice, however, if they are wage-earners 
trying to improve their conditions, they necessarily begin with 
their own shops, with wages and hours, rules and discipline. 

They find that the employer has the absolute right to make 
and change these rules, and that before they can improve their 
conditions they must contest his power of shop control. This 
they can only do by maintaining a continuously functioning or- 
ganization, which knows the conditions and the rules in the indus- 
try and which is strong enough to make the employer talk about 
those rules, discuss their reasonableness, and compromise when 
he finds that the wage-earners may veto his acts by going on 
strike. Thus government by discussion enters into industry (as 
it did in the state) when the ruler can no longer arbitrarily force 
obedience to his laws, and must get the consent of those who are 
to obey the regulations. 

Then a parliament is set up, a talking place, if you please, in 
the form of periodical conferences or conventions of the employers 


and the wage-earners. The employers come to these meetings in 
their own right, as the lords of the industry, the wage-earners 
come by their representatives; so that a parliamentary form of 


government is organized with the employers acting as a sort of 
House of Lords and the union representatives as a House of 
Commons. 

Every trade union, whether conservative or radical, business 
or revolutionary, whether organized on a craft or on an industrial 
basis, when it becomes strong enough to contest the power of 
the employers in the industry in which it operates, enters into 
joint conferences or conventions with them. Ordinarily it is the 
employers who refuse to meet the union representatives and 
they have to be forced to confer by means of a strike. Some- 
times, however, when a union grows suddenly strong, it attempts 
to substitute its dictation for that of the employers. In such 
cases the latter usually shut down their plants, and thus the 
a member; or, if it is made up of wage-earners, whether the numbers are in- 
significant, and the organizations have been created primarily by socialist or 
revolutionary politicians, not wage-earners, as tails to their politicial or revo- 
lutionary kites. Similarly, the so-called predatory and business unions are 


sometimes created or maintained primarily as adjuncts to bosses’ political 
machines. 
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revolutionary unions are forced by the employers to hold confer- 
ences and jointly determine conditions of employment. 

The condition that always brings these conferences about is 
the equalizing of bargaining power between the wage-earners and 
the employers. Each may veto the act of the other. And the 
result of these conferences is always the same, an agreement of 
some kind, verbal or written, which, because of the mutual power 
to veto, must necessarily be a compromise. The agreement lays 
down the conditions of employment, fixes wages and hours, stip- 
ulates rules of discipline and workmanship, provides for settle- 
ment of complaints and disputes, and for some form of judicial 
interpretation of the agreement. 

We have, then, in these trade agreements nothing less than 
constitutions for the industries which they cover; constitutions 
which set up organs of government, define and limit them, provide 
agencies for making, executing, and interpreting laws for the 
industry, and means for their enforcement. 

There are hundreds and hundreds of these agreements now 
operating in this country, and they cover, in part, rarely in 
whole, practically every industry in the country. Most of us 
are more or less familiar with these agreements, many of which 
have been studied and described in monographs. But these 
studies have usually been historical and descriptive. The real 
character of the agreements are not revealed however, by the 
external descriptions that have usually been given. Among them 
will be found agreements in all the stages of constitutional devel- 
opment that political scientists have found in the evolution of 
political constitutions. What they are, what they really do, 
what they mean and what they portend for industry and for 
society can be ascertained only by studying the kind and nature 
of the laws that they make for industry, by tracing the develop- 
ment of the organs of government that make and enforce the 
laws, and by following the growth and the shifting of power and 
sovereignty among the various groups and interests that make up 
the body politic of the industrial states which the trade agree- 
ments have set up." 


"Very little of this work has been done, and here is a field for labor research 
that is most promising of fruitful results for political economy as well as for 
the other social sciences. It promises us new knowledge not only on the most 
outstanding problem of industrial relations, but also on problems of distri- 


— of wealth, government social psychology, and social evolution and revo- 
utions. 


It is primarily to direct attention to this field of research that the present 
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Many trade agreements, for example, contain clauses to the 
effect that the right of initiative in management remains with 
the employer, and he may make any changes in methods of work 
and use any machinery for manufacturing that he sees fit. But 
there is usually provision also for protection of workers against 
loss in wages or demotion or other injury that may result from 
such acts of the management. Here we have the establishment 
or recognition of the executive branch of industrial government, 
defining its power and describing its limitations. 

Some agreements state that the power of discharge remains 
with the management, but it must be exercised with justice and 
with due regard for the rights of the workers; and that there 


must be no discrimination. Then provision is made for judicial 
review of discharges \nd a few agreements provide for a trial 
before the employer may be authorized to discharge. Here 


again we have limitations on the right of the executive; and 
another limitation commonly made is that the employer must 
hire all his help through the Union employment office. 

The legislative authority is rarely defined or described in 


these trade agreements. It is plain, however, that the legisla- 
tive power lies in the joint conferences or conventions which 


frame the agreements; and the limitation on the power is that 
both employers and union must agree on the legislation, which 
is in effect that the law must pass a legislature of two houses. 

The joint meetings of employers and union representatives, 
like the Parliament of England, are at the same time constitu- 
tional conventions and statute making legislatures. And just as 
this double character of the British Parliament has confused 
political scientists in their thinking and politicians in their activi- 
ties, so the double character of the joint meetings which create 
trade agreements and revise them has confused economists in 
their theories and trade unionists in their policies. 

So, most economists who have studied labor organizations 
commonly distinguish between trade agreements and arbitration. 


Commons calls the joint conferences “conciliation,” which he 
says is quite different from arbitration which is decision by an 
umpire. This idea came originally, no doubt, from trade 


unionists and employers, both of whom do not like what they call 


paper has been prepared t to give the results of any such research. We 
may, however, outline the ure of some part of the field that is available 
for study and some of the problems that present themselves, as well as the 
methods of approach that are most promising. 
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“outside arbitrators.” They have joint arbitration or griev- 
ance committees to settle disputes and interpret the agreements. 
But these consist only of representatives of the employers and 
the union; and this they name conciliation rather than arbi- 
tration. 

But this distinction between conciliation and arbitration is 
confusing rather than enlightening. The attempt to settle all 
disputes within the industry is of course the soundest policy; but 
it should be recognized as an attempt to use in interpreting legis- 
lation the same method that is used in enacting legislation and in 
creating the constitution itself. The joint conferences, which 
meet annually or biennially to frame trade agreements, enact the 
fundamental constitutional law. New questions and new prob- 
lems frequently arise, however, which have to be settled before 
the agreements expire. In the state these are settled by statutes 
enacted by the legislature. Under trade union agreements they 
are usually settled by the joint grievance or arbitration com- 
mittees, which the agreements set up; and any rules adopted by 
such joint committees are really industrial statute law as dis- 
tinguished from the constitutional law of the agreement. 

It is plain that for all law, whether constitutional or statute, 
arbitration, i.e., decision by a third party, is unsound from a 
political point of view and dangerous from an industrial view- 
point. Conciliation or compromise between the legislative bodies 
is the sound basis. But when the question is not one of new legis- 
lation, but merely a matter of interpreting the law already in 
existence, and applying it to particular cases, then compromise 
and conciliation may prove dangerous. Even the delay in decid- 
ing such questions involved in the method of conciliation may 
cause temporary disruption of the agreement—as, for example, 
when illegal strikes or lockouts occur, as protests against delayed 
decisions. In all cases, therefore, which involve merely judicial 
interpretation of the agreement or the rules made under it, ar- 
bitration by a third party is not only a sound policy, it is well 
nigh inevitable. It is in the lack of a properly developed judicial 
department that the constitutional government established by 
trade union agreements shows its greatest weakness. 

Most of the early agreements provided no other judicial ma- 
chinery for interpreting the agreements than joint grievance or 
arbitration committees consisting of employers and union repre- 
sentatives. If local committees could not settle the cases, appeal 
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was provided to the presidents of the two national organizations 
which entered into the agreements. Old unions like the stove 
molders and the glass blowers still pride themselves on having 
no outside arbitrators and on their ability to settle all disputes 
among themselves. But most unions found that sooner or later 
they reached a deadlock, and because of this the vast majority of 
agreements now provide for arbitrators to be called in when 
the parties to the agreement cannot adjust their difficulties, 

The experience with these outside arbitrators has been quite 
unfortunate. They usually are not familiar with the questions 
they have to decide, and quite often their own decisions are un- 
satisfactory, tending in a direction opposite to the development 
of the joint agreements. This has caused employers as well as 
unions to distrust arbitration more than ever and to avoid it 
whenever possible. 

The arbitrators, like the employers and the unions,’ rarely 
distinguish between arbitration which is based merely on the 
arbitrator’s opinion of what is fair and just, and arbitration 
which consists of judicial interpretation, by a third party, of the 
law made by the employers and the unions themselves. If the 
arbitrator or judge has only his own sense of justice to guide 
him, this kind of arbitration may well be distrusted and con- 
demned ; for it is government by men and not by law. Even 
though the man is an impartial arbitrator instead of an employer, 
his rule may be just as arbitrary. If, however, the judge or 
arbitrator is bound by the trade agreement or the law made by 
the workers and employers themselves, then, if he is an ordinarily 
honest and competent person, his decisions will represent not his 
own personal ideas of what is fair and just, but the sense of 
justice of the management and the workers in the industry, as 
embodied in the laws which they have jointly enacted. And such 
decisions may often represent more completely the will of the 
parties to the agreement when they made it than their own decision 
would be when they have the grievance of a particular case before 
them. 

Arbitration that is thus bound by the law of the trade agree- 
ment can not be condemned as outside interference. On the 
contrary, it is absolutely essential to the proper working of all 
such agreements ; for without impartial interpretation each party 
itself becomes the interpreter of the law. And because the 
parties interpret the same agreement differently, without any 
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means of resolving the differences, disruption often follows when 
one side or the other attempts to enforce its interpretation. 
Although trade agreements were started first by conservative 
craft unions, it was the radical and revolutionary unions in the 
women’s and men’s clothing industry which added as a permanent 
feature to the trade agreement judicial machinery with a so- 
called impartial chairman to interpret and apply to all particular 
cases the constitution and the laws of the industry. And for 
laying the foundations of this system of industrial law and devel- 
oping the necessary judicial machinery we are indebted very 
largely to the late John E. Williams, who was the chairman of 
the first Board of Arbitration set up by the Hart, Schaffner, and 
Marx labor agreement. He functioned also under the Protocol 
in the Cloak and Suit industry of New York, and his decisions 
have not only served as precedents for all subsequent impartial 
chairmen, but his technique in handling cases must ever be an 
essential part of any successful system of industrial arbitration.’ 
While constitutional governments are thus being organized and 
maintained in many American industries, with executive, legisla- 
tive and judicial and administrative departments, it must be re- 
membered that only those wage-earners are given rights of citizen- 
ship in industrial government who are organized and articulate 
through their union representatives. Thus the government estab- 
lished by a trade agreement is not necessarily a democracy. It 
may be an aristocratic government if only a small portion of the 
wage-earners in the industry are organized. In fact, this has 
usually been the case, the skilled mechanics only being covered 
by the agreement, with the majority, the unskilled and semi- 


‘His method was primarily that of a court of equity rather than a court of 
law; but, though acting as a judge, he functioned as the administrator of the 
law as much as its interpreter. In other words, he saw the duties of industrial 
arbitrators as much the same as those of a Workmen’s Compensation Board 
or a Public Utilities Commission. Their functions are quasi-judicial, partak- 
ing both of a court and an administrative officer. He would not decide cases 
merely on the merits of the briefs or arguments of the parties, for it would 
not help the industry or either party to have the other party lose a case 
if it was right but happened to present its case poorly or had its arguments 
wrong. He would make investigations on his own initiative, get all the facts 
in the situation, and then decide on the basis of those facts regardless of 
what might have been presented or omitted in the argument of the case. In 
making these investigations he often consulted each party separately and in 
confidence. He found it necessary to do this to get the real truth in industrial 
cases, which as in ordinary law cases are often hidden by the trial. But it was 
also necessary at the same time to retain the confidence of both parties in 
his honesty and impartiality. He was able to accomplish both these things; 
and thus he laid the basis for a successful industrial jurisprudence. 
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skilled, left out. A strong employer has sometimes used these 
unorganized people against those who have achieved citizenship 
to destroy the industrial government and set up his absolute rule 
again. ‘This happened in the steel industry when the agreements 
with the skilled mechanics were broken, and unskilled, unorganized 
workers under guidance of foremen were used to do the skilled 
work. And in this we have but repetition of the Tudor Kings 
of England using the common people against the nobles to re- 
establish absolute monarchy. 

Such reversals, however, are only temporary. Soon the move- 
ment for a parliament and a constitution is resumed again, with 
the lower grades of workers included in the movement, as it was 
in the recent attempts in the steel and packing-house industries. 
And sooner or later constitutional government with a wider basis 
of citizenship in the industry is established. At first the tend- 
ency even under such a more democratic constitution is to give 
the skilled wage-earners, and those in strategic positions, more 
rights and greater privileges than the masses enjoy; but grad- 
ually the pressure of the numbers of unskilled establish equal 


rights before the law; and then the movement continues, all the 
wage-earners together as the Commons in industry getting more 


and more rights and power at the expense of the Lord. of the 
industry. This, however, is a very slow process analagous to 
the years and years it has taken to extend political suffrage until 
every adult may have a voice in the state. 


3. DEVELOPMENT OF CONSTITUTIONAL LAw In INDUSTRY 


We come now to the particular laws that are being developed 
under constitutional governments that have been set up in various 
American industries. 

When we want to study American constitutional law, we go 
not to the formal written constitution, but to the decisions of the 
highest interpreting authority, the United States Supreme Court, 


to tell us what the law really is. Similarly, the formal trade 
agreements between employers and unions throw little light on the 
real nature of the government and its powers, or the rights and 
privileges of the people within its jurisdiction. For this we 
have to go to the highest interpreting authorities. 

*Here, too, it is not conclusions of research that we offer, but merely ex- 
amples of the kind of material that may be found and the light they throw 


on the problems of labor and industrial management. 
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While most of the decisions of joint arbitration committees 
and impartal boards of arbitration are written down, little effort 
has been made to collect these decisions, or to digest and analyze 
them for the development of the law that they might show. This 
is a work to which graduate students might very profitably 
devote their doctors’ dissertations. Fortunately for our pur- 
poses, however, there has recently been issued in mimeographed 
form a digest and classification of about a thousand decisions 
made by the judicial authorities set up by the agreements in 
the men’s clothing industry of Chicago, of which Professor 
Millis of Chicago University is the chief justice. Since we are 
merely citing examples and not making an inductive study, most 
of our cases will be taken from this codification. 

The first question to be considered in all governments is the 
scope of the government... Whom and what does it cover? Just 
as the power of the federal government of the United States over 
certain activities of citizens of states was questioned in our 
early history, so the power of the government set up by the 
agreements in Chicago over certain individuals was questioned 
early in its history. An employer refused to grant certain wage 
increases to label sewers and girls who sew on temporary tickets 
known as “jokers,” claiming that these girls do not come under 
the agreement. The Trade Board which is the court of original 
jurisdiction ruled, however, that 


‘....the Agreement covers all direct labor involved in the manu- 
facturing process, that the groups specified in the agreement include 
all workers so engaged, (and that the joker sewers) were week- 
workers in the tailor shops and as such were entitled to an increase.” 
(Case No. 4.) Of label sewing the Board said: “This work is part 
of the productive work required to produce the garment as ordered... . 
The character of the work, not the pay roll, vacation privileges, or 
place of work is decisive.” (Case No. 15) 

On the other hand, in a later case, (No. 388), the Board ruled that 
the office force and the stock keepers are outside of the agreement, and 
the law of the agreement may not be applied to them. 


_ Perhaps the most important of this class of cases is a ruling 
which interprets the preferential shop clause of the agreement to 
imply that non-union workers as well as union members are cover- 
ed by the agreement greement. If the occupation or operation is within 
the jurisdiction of the union, the Trade Board said, the wages 
and conditions established by the agreement apply to both non- 
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union and union workers. The decision implied, however, that 
this might not be the case under a closed shop. (Case 697) 

So much for the people over whom the government has author- 
ity. A similar question soon came up with respect to the work 
that is covered by the agreement, and the ruling was that the 
agreement covers all men’s and children’s garments, even though 
the employer may have developed new styles not made when the 
agreement was signed, and even though these new styles are made 
by new sub-contractors. Said the Board: 


“It matters not that new lines of these are taken on or how they 
are distributed. ...Work sent out to contract shops and then distrib- 
uted under the name of (another firm) is covered by the agreement 
and must be made in union shops. It is obvious that to rule other- 
wise would be to open a loophole which would destroy the agreement 
in effect.” (Case No. 15d) 

Finally, upon this question of the scope of the industrial 
government, the Trade Board has rendered an “opinion that the 
Agreement sets out only those matters presented to the confer- 
ence by one side or the other and agreed upon, and that in 
general other conditions and rights were to continue as before.” 
(Case No. 6) 

Next we come to the jurisdictions of the industrial courts, that 
is, the impartial boards. And here the tendency is for the board 
to assume jurisdiction in all cases and controversies. If the 
matter in dispute does not come under the agreement, then the 
Board makes a ruling to this effect, which leaves the employer free 
to act and the union must not interfere. (Case No. 590) 

A contention that the Trade Board was without jurisdiction 
was made by an employer in a case involving discipline of members 
of the union for non-payment of dues, In this case the Board 
ruled it did have jurisdiction and the workers must make arrange- 
ments for paying dues. In another case it ordered that a worker 
who had been fined by the union could not be employed by the 
firm until he had paid the fine; although the fine was imposed for 
disobeying an order of a shop chairman, which order was con- 
trary to that of the foreman. On this point the decision said 
that if the instructions of the union representative in the shop to 
the union members are contrary to the rules of the firm, the 
remedy is at hand, either in the form of discipline reserved to the 
firm under the agreement or by means of the Impartial Machin- 
ery. (Case No. 695) 
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The question of compulsory payment of union dues and fines 
is one of the best examples of how the employer’s authority over 
his own business is restricted by the new government that is set 
up. He may be satisfied with his employee, who may have worked 
for him for many years and given most satisfactory service. 
But he is compelled to discharge the man until the union obliga- 
tions are met. 

In every constitutional government the representatives of the 
citizens are usually given special protection such as freedom 
from arrest while in the performance of their duties. Just so 
shop chairmen or union representatives in the shop attain a 
special status under practically all trade union agreements. They 
are not immune from discipline for wrongful acts, but whereas 
ordinary euployees may be discharged or suspended by the em- 
ployer for alleged wrong-doing, these representatives of the 
people can not be disciplined by such summary action, except in 
such extraordinary cases as when they have used violence. The 
rule is “that in cases of discipline involving shop chairmen they 
(employers) shall proceed by filing charges before the Trade 
Board, rather than by summary action.” (Case No. 46a) Thus 
when a shop chairman was discharged for “an insolent attitude” 
he was ordered reinstated both as worker and as shop chairman, 
and the employer was informed that complaint against the union 
representative should have been made to the Trade Board. 
(Cases 642, 644). An elected representative must be tried and 
disciplined by the impartial tribunal not by the employer. (Case 
No. 610a) 

While the ordinary employee may be disciplined by summary 
action of the employer, the trade agreement gives him also certain 
constitutional rights, privileges, and immunities of which he may 
not be deprived without due process of law. This is best illus- 
trated in the clauses which most agreements contain limiting the 
employers right to discharge. Discharge from an industrial 
establishment is equivalent to expulsion from a political commu- 
nity. As long as a person may arbitrarily be exiled or deported 
from the community of which he is a part, he is subject to an 
autocracy or czarism. In industry, workers achieve citizenship 
when they are protected against such arbitrary action. Most 
agreements provide, therefore, that discharge shall be for cause 
only. The employer may suspend a worker, but if the latter 
feels he has been unjustly dismissed he may petition for a trial 
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and the arbitration board or joint grievance committee may 
reinstate him with pay for all time lost when the employer cannot 
show just cause. 


Under the miners’ agreements in Illinois a man was discharged 
for applying a vile epithet to the mine superintendent. It hap- 
pened, however, that this was done in a barber shop and not in 
the course of employment at the mine. The joint arbitration 
committee unanimously reinstated the miner without referring it 
to any impartial person. The reasons are obvious—the agree- 
ment does not cover conversations in barber shops. Discharge 
cases for insults and abusive language come up frequently under 
all trade union agreements, but, where there is a permanent im- 
partial court, the chairman is in a position to consider what the 
joint committee in this case did not do, that the miner and super- 
intendent would hardly be able to work together after the insult. 
The impartial chairman would, therefore, write a decison rein- 


stating the man and holding that discharge was unjustified under 
the agreement; but when the law was thus vindicated he would 
induce the union to find another job for the man. 


This was not necessary, however, in the case of a workman who 
was discharged from a Chicago clothing shop because he was 
caught in a police raid on a gambling house. This discharge 


the Trade Board held to be “wholly unwarranted.” (Case No. 
849 ) 
A clothing manufacturer in Chicago discharged a number of 


employees who were under sixteen years of age because of certain 
limitations imposed by law on the employment of minors between 
fourteen and sixteen years of age. The Trade Board ruled that 


such discharge was not for cause and the juvenile workers were 
reinstated. (Case No. 51) 


In unorganized industries it is common to use the periods 
when work is slack to eliminate the less efficient workers. These 
are laid off or discharged and the best or the fastest workers are 
kept to do whatever work is available. When a trade agree- 
ment sets up a government in industry, obviously the constitution 
must protect the rights of all the workers who come within its 
jurisdiction, regardless of the speed at which they work or the 
efficiency of their performance. So, most agreements provide 
that in the slack periods work shall be divided as equally as pos- 
sible among all employees. Of course a worker who is proved 


incompetent may be discharged, but the employer is not the sole 
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judge of competence. The wage-earner may have the question 
of his competence reviewed by a joint committee or by the judicial 
board. 

Such a board, however, rules almost universally that when an 
employer has had a two or three weeks period during which to 
try out the worker, and he has chosen to keep him after this trial 
period, then it must be assumed that the employer has decided the 
worker is competent and he can not thereafter be discharged mere- 
ly because he happens to be less speedy or less efficient than other 
workers. However, if the employee should become careless and 
do bad work after he has received fair warning, then his discharge 
is upheld. 

We cannot go further into the cases of discharges, for merely 
to list the reasons for which dismissals are made would take many 
pages. But some men are reinstated with pay for time lost, and 
some without pay—the loss of wages during the period of sus- 
pension being considered sufficient punishment. When the em- 
ployer has the facts to prove the justice of his discharge, rein- 
statement is denied, but often the Board will rule that discharge 
is too severe a penalty for the offense, and suspension for a short 
period or a fine or reprimand may be deemed sufficient. Some- 
times the Board of Arbitration which is the appeal board will 
impose heavier penalties than the Trade Board. 

“Case of R. C....., suspended for one week by Trade Board for 
insubordination and use of profane and obscene language to his 
superior officer — is appealed by the company on the ground that the 


penalty is too light for the offense. They claim that the penalty 
should be discharge. 

The chairman feels that the offense is a serious one as would tend 
to prevent the recurrence of the offense. He agrees with the Trade 
Board that the extreme penalty of discharge is too severe for the first 
offense, and also agrees with the company in its statement that a 
week’s layoff in the summer time is hardly a sufficient deterrent, 
especially if accompanied by back pay for the excess idle time. He, 
therefore, decides that the suspension should extend two weeks, and 
that back pay should begin to run from (two days before decision).” 
(Decision Appeal Case No. 608, H. S. & M.) 


The right to the job after illness is particularly important to 
wage-carners and a good deal of law has been developed under 
the trade agreements on this question. The Trade Board in 
Chicago does not lay down a rule with reference to how long a 
worker’s place must be kept for him when he falls ill. No general 
rule, it says, can be laid down; for the cause of sickness, the length 
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of time employed, and the nature of employment should be given 
consideration. So in one case it refused to reinstate a man be- 
cause he had been employed only four weeks previous to his ill- 
ness and another man would have to be discharged to make room 
for him. (Case No. 162) But reinstatement was ordered in 
the case of another worker who was refused employment after 
illness on the ground that he did not notify the firm. The state- 
ment that he did not give notice was disputed, and the Board 
ruled that in such cases the benefit of the doubt should go to 
the worker. (Case No. 547) 

On the other hand, it is held proper for a firm to fill the place 
of a worker who had been absent for three days without sufficient 
explanation, and with opportunity to communicate the reason 
for his absence. (Case No. 113) Under the agreement in the 
clothing industry of Rochester, N. Y., the time within which noti- 
fication must be given is forty-eight hours, and this has been in- 
terpreted by the Labor Adjustment Board of that city to mean 
two working days from the time the worker was due in the shop. 
Thus a man who worked until noon on Saturday was within the 
law when he notified the firm Tuesday afternoon, and the em- 
ployers’ contention that the time expired Monday noon was not 
upheld. 

Again in Rochester an employer tried to prove that a cutter 
who wanted his place back after a period of illness was incom- 
petent. The board ruled that this charge should have been made 
before the absence due to illness, and the cutter was reinstated. 

The wage-earner’s job is protected not only against discharge 
but against transfer to other work with loss of earnings. The 
employer must have freedom of management, says the Chicago 
Trade Board, but it limits this to cases where no injury results 
to the worker. (Case No. 179) Thus when a man was trans- 
ferred from one kind of work to another, at reduced wages, 
though this was the legal pay for the new work, restoration of 
former wages was ordered with back pay for lost earnings. (Case 
No. 443) But when a worker was transferred to another shop at 
a higher wage and later returned to his original place at his old 
wage, the Board ruled he might elect which of the two jobs he 
preferred. (Case No. 256)” 


“The question is raised: “Can shop discipline be maintained when the em- 
ployer’s power to discharge is thus restricted, reviewed, and oft-times re- 
versed?” This question is essentially the same as whether order can be 


maintained in a community not ruled by arbitrary police authority. The 
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Not only is the wage-earner protected in his job, against arbi- 
trary discharge or transfer; he is also given a vested right in his 
work. A frequent complaint in slack times is that foremen are 
doing the work of the operators while these are laid off. This, of 
course, is the practice in unorganized industries, but under trade 
agreements the practice is commonly prohibited. Where, how- 
ever, it is common for foremen to do some portion of the wage- 
earners’ work, the rule of the Chicago Trade Board is generally 
followed : 


“Let the previous practice control; let the foreman do the kinds 
of work he has in the past, but he must not do a larger proportion of 
the work. ...than he has in the past.” (Case No. 23) 


Sending work to non-union houses to get it made more cheaply 
is also prohibited and the Board of Arbitration on appeal upheld 
the rule that: 


“Work may not be transferred from one firm to another for the 
sake of reducing costs, because it reduces the amount of work available 
for the firm’s union workers. Therefore the Board grants the union’s 
main petition. But the request for pay for work already sent out is 
denied.” (Case No. 757a) 


Turning now to the rights of the management, we find the 
Chicago Board ruling that workers must keep records of their 
production as ordered by the firm, and although it reinstated a 
number who were suspended for refusing to keep records, it pun- 
ished them with loss of pay during the period of their suspension. 
(Case No. 503) 

Cases involving the right to introduce improved methods and 
new machinery come up under almost all agreements, and while 
the freedom of the management in these matters is conceded, in 
many agreements there is the limitation that no worker directly 
affected shall suffer from such improvements. 


.... There is nothing in the agreement which prevents the intro- 
duction of machinery for the purpose of saving labor and increasing 
efficiency, even though its introduction may reduce and displace the 


wage-earner under trade union agreements is not immune from discipline, the 
only difference between him and those workers in unorganized industries is 
that the employer and his foremen and managers as well as the wage-earners 
are bound by disciplinary laws that the employers and the union have jointly 
agreed are just and fair. It sometimes happens that a union grows so strong 
that it refuses to make any joint agreement with employers, and dictates to 
the employer when discharges shall be made, just as employer dictates 
when he can prevent his employees from maintaining a union. In sach cases 
shop discipline is of course most difficult to maintain, just as it is in a non- 
union shop when jobs are plentiful. 
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hand workers usually employed in the affected section. But in fixing 
the scale of wages for the operating of such machinery, the board 
believes the company is restrained by the agreement, and by the pre- 
cedents and practices hitherto obtaining, from reducing the earnings 
of the workers employed in the section below the average level of the 
standard provided for in the agreement. 


The board bases this decision on the uninterrupted practice hitherto 
prevailing of not permitting any change in the process or operation 
to operate in such a manner as to reduce the earnings of the workers 
involved.” (Decision of Board of Arbitration, H. S. & M. Nov. 23, 
1916.) 

If an operation is eliminated by an improved method, the 
displaced workers may not be discharged, but must be provided 
with places at their former rates of wages, it has been held by 
the Rochester Labor Adjustment Board. And similar rules are 
applied to men displaced by machines. But an objection of hand 
pressers, in the same market, to working on pressing machines 
because it split up their craft and each was pressing only a part 
of the coat, thus becoming less skilled, was overruled, as long as 
the former hand pressers were employed at the machines and 
received their former wages. 

Abuses of the privileges of the management are punished in 
much the same way as workers are disciplined. Thus a foreman 
was ordered removed by the Chicago Trade Board for bribery 
of a shop chairman. (Case No. 154) And a forelady and an 
assistant foreman were removed for using abusive and improper 
language. (Cases No. 725 and 988) In another case a shop 
superintendent was fined $50 for assault on a worker. (Case No. 
751) 

These cases should suffice to illustrate the nature of the laws 
that constitutional government in American industries is develop- 
ing. Most of the examples have been taken from an industry in 
which the legal process has been clear and the judicial machinery 
well defined. But in every industry where trade agreements are 
in effect decisions are constantly being made and precedents estab- 
lished which do not differ essentially from those we have cited. 
These decisions are more commonly made by a joint grievance 
committee, or by the presidents of the national union and the 
national employers’ association, instead of by an impartial arbi- 
trator; but they none the less define the powers of the manage- 
ment and the wage-earners in the industry, limiting the freedom 
of the executives and enlarging the rights of the workers. The 
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title to the industry remains in the hands of the stockholders, but 
the power to govern the human beings who make up the labor 
force of the enterprise is being taken out of the hands of the 
owners and managers. 

This shifting of sovereignty in the industrial organization and 
the developing of industrial law which acompanies it, deserves first 
attention from students of labor questions. For in spite of the 
present temporary loss in membership and prestige by the trade 
unions, due to the industrial depression, there can be no doubt 
of their growing influence in the country. And, as we have tried 
to show, whatever their ostensible aims, all trade unions, when 
they gain power, tend normally to create a constitutional form of 
government in their industries, and present a legal development 
such as we have described. 


4. CoNncLusions 


Assuming that further researches in this field verify the obser- 
vations here recorded and establish beyond dispute that trade 
agreements do create constitutional forms of government, then 
what conclusions may be drawn from such a development of consti- 
tutional law? 

In the first place, industrial disputes and strikes appear in a 
new aspect when viewed from this angle. They appear not so 
much as interruptions of industry, but more as incidents in a long 
struggle for representation of labor in the government of indus- 
trial enterprises. And the settlement of such disputes becomes 
not so much a matter of establishing or maintaining peace in 
industry, but more a problem of dealing with that Mr. G. D. H. 
Cole has aptly characterized as the wage-earners’ “encroaching 
control.” 

What impresses the student of government in industry as 
well as in the state, is the constant ipsistence on the part of 
the subjects of absolute monarchs that the laws of the ruler be 
written down. Whether carved on stone by an ancient monarch 
or written in a Magna Charta by a King John, or embodied in 
collective agreement between a union and employer; the intent is 
the same, to subject the ruler to definite laws to which subjects 
or citizens may hold him when he attempts to exercise arbitrary 
power. And, as groups of the populace organize and gain power 

"G. D. H. Cole, Chaos and Order in Industry, Chap. VII. 
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in the community, they keep on encroaching on the prerogatives 
of the monarch until every adult becomes a sovereign citizen. 

We have already pointed out that the mere establishment of a 
constitutional government does not necessarily mean that it is a 
democratic government. It may be aristocratic, as when a com- 
paratively small number of skilled mechanics are included under 
the agreement, and the unskilled majority are left without. Or 
it may establish an oligarchy when corrupt employers unite with 
corrupt union officials to exploit consumers and wage-earners 
alike. The latter are the exceptional cases, but the general 
tendency of constitutional development in American industries is 
apparently to repeat the history of constitutional government in 
the state. At first the number with a voice in the government is 
small, and gradually this is increased to include all adults. 

While trade agreements do not necessarily establish democratic 
government in industry, but merely tend in that direction and 
make it possible, it appears also that some form of constitutional 
government similar to that created by trade agreements will be 
necessary under any system of industry that may be substituted 
for private capitalism. Government ownership, coéperative in- 
dustry, socialism, syndicalism, or bolshevism must all meet the 
same difficulties that bring trade agreements into existence. For, 
however the form of ownership may change, there will ever” be, if 
not wage-earners, at least workers who must obey orders, and dir- 
ectors or managers with authority to issue orders. These occu- 
pational groupings develop different points of view among the 
people in the different groups; and those in the managerial group 
become psychologically unified into a social class with divergent 
views from those of the other who likewise achieve a consciousness 
of kind. Unless the two classes jointly embody their ideas of the 
rights and privileges of individuals in constitutions and laws, 
those who have the power to command will act arbitrarily or 
autocratically. But this is just the absolutism against which 
workers rebel whether the ruler is Burleson in a government post 
office, Gary in a capitalistic trust, or union officials acting as 
directors of a workers’ coéperative enterprise. Even in bolshe- 
vistic Russia we are informed by an observer recently returned 
that the trade unions exist side by side with the soviets, and these 


“Ever” is a long time, and it is conceivable that a time will come when 
none will order and none will obey, but all will freely coéperate and all 
decisions will be unanimous. By “ever” we mean only until this happy state 
of affairs arrives. 
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enou ut its industrial management policies, just as unions 
in this country do against the capitalistic managers of privately 
owned industries. 

But the mere fact that trade agreements establish constitu- 
tional government in industry and tend toward industrial democ- 
racy, will not make such arrangements survive if in competition 
with other forms of labor management and control they prove less 
efficient. It has been pointed out that an industrial establish- 
ment which has a national union to deal with is an imperfect form 
of industrial organization because the loyalty of the wage-earner 
is in the first instance to his national union rather than to the 
industrial enterprise of which he is a part.” As long as the trade 
union remains an outside body there can be no question that 
industries which have to deal with it are in an imperfect form 
of organization. But whether they sign agreements or not, 
few employers are free from the influences of trade unions. If, 
however, the union and its entire membership are established by 
the trade agreement as one of the organs of constitutional 
government in the industry, then have we not here the promise 
of a more unified and more perfect form of industrial organization 
than has hitherto obtained? 

In recent years there has been a widespread movement among 
open-shop employers to establish employee representation plans, 
variously known as shop committes, industrial councils, or com- 
pany unions; and the defect of divided loyalty between union and 
employer has been most frequently urged in defense of these 
plans. Whether company unions will prove a more efficient 
form of industrial government than trade agreements time alone 
can tell. It is obvious, however, that if these employee repre- 
sentation plans are mere frauds and give no real voice to the 
wage-earners in industrial government they cannot survive. 

It is true that these company unions are formed to avoid 
recognition of the regular trade unions in the industry. But the 
fact that open shop employers find it necessary to develop substi- 
tutes for unionism, itself shows that the idea of a constitution 


oe that the soviet government does not consult them 


“MacGregor, D. H., The Evolution of Industry, p. 120. “The loyalty of the 
employee of a firm (if he is a union member) is } ak in the first instance not 
to his firm, but to his labor organization, and this prior claim stands out at 
once, when, on the occasion of a dispute between employer and employee, a 

third party steps in—the Trade Union enguniantion—end takes upon himself 
the settlement of a question which has arisen within an organization of which 
the Trade Union secretary is in no way a member.” 
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for industry is permeating their non-union emplo They 
merely attempt to control the movement by promul con- 
stitutions of their own. Some economists have scoffed at this 
movement in much the same way that trade unionists do on the 
ground that democracy cannot be handed down from the top. 
They have charged that the employees are often indifferent to the 
employers’ industrial democracy plans, and that the representa- 
tives have to be hand picked. But were not the early parliaments 
in England similarly handed down to the people, and were not 
the burgher representatives from the towns hand picked? On 
this point Edward Jenks writes: 

“Only by the most stringent pressure of the Crown were Parlia- 
ments maintained during the first century of their existence; and the 
best proof of this assertion lies in the fact that, in those countries 
in which the Crown was weak, Parliament utterly ceased to assemble. 
The notion that Parliaments were the result of a spontaneous demo- 


cratic movement can be held by no one who has studied, ever so slight- 
ly, the facts of history.””” 


May not the constitutions of these employee representation 
plans and the decisions under them develop democratic govern- 
ments and democratic law-making in much the same way that 
European parliamentary government has developed? History 
will not permit us to assume that there is but one road to de- 
mocracy. The employers promulgate their own constitutions in 
the form of employee representation plans because there is insis- 
tent demand for representation in industry. If these plans fail 
to establish real constitutional government they will not survive in 
competition with an effective trade unionism. If they do survive 
it will be because these plans, although promulgated in the first 
instance by employers, also develop into a real constitution for 
industry similar to trade agreements. It is therefore important 
to study the rules and decisions made under the employee repre- 
sentation plans, along the same lines that we have here sketch- 
ed for the study of union agreements, to see if here too sovereignty 
is shifting, and democratic constitutional government is being 
established. 

The movement for more control by wage-earners over the condi- 
tions of their employement, over wages, hours, and shop rules 
has been going on for so long a time, and in so many industries 
and widely separated countries, that it can not be put down as 

“History of Politics, p. 133. 
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a mere momentary claim of labor during a period of industrial 
unrest. In the words of Professor Cheyney: 


“Such a continuous movement as this, so analagous to the movement 
for political democracy, so wide in its extent, can not be expected to 
stop short of some great epoch- making change. It obviously has all 
the characteristics of evolution in human society. It is part of the 
organic growth of the community.”” 


“Cheyney, E. P., “The Trend toward Industrial Democracy,” Annals of the 
American ‘Academy, July, 1920, p. 9. 
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AMERICAN TRADE UNIONISM—DISCUSSION 


Daviw A. McCase.—We are grateful to Dr. Barnett for bringing his 
analytical study of American trade-union membership down to date. 
I agree with his conclusion that union membership is in the course of 
a recession much greater than ten per cent. I shall devote my time 
to a further consideration of the position of the railroad unions. There 
are good reasons, to my mind, for expecting. that most of the railroad 
unions will share in the general recession and that some of them will 
lose heavily. 

There is no doubt that the labor provisions of the Transportation 
Act and the decisions of the Railroad Labor Board retaining so much 
of the substance of the so-called “national agreements” made between 
the unions and the Railroad Administration, have been of great assist- 
ance to the shop-craft unions and the miscellaneous unions, as distinct 
from the old Brotherhoods, in holding their membership. These 
unions are undoubtedly in a far better position now than they would 
have been if the roads had been left free to abrogate the national 
agreements and to make the attempt to return to more localized 
bargaining with the shop crafts and to try to dislodge the miscellaneous 
unions entirely. Yet, despite the large measure of protection given 
them by the Act and the Board, the shop-craft and miscellaneous 
unions are in a far less favorable position than they enjoyed in 
February, 1920, the last month of government control. 

First, as to the functioning of the national unions in the redress 
of individual grievances. Dr. Barnett has pointed out the great 
significance of this function to the individual worker on the railroads. 
He has rightly emphasized the importance of the retention of so 
many rules embodying the highly prized individual rights of which he 
spoke. But—and this I think is also of importance—the system of 
national adjustment of claims arising under these rules, that of the 
national adjustment boards, has not been retained. 

The national unions occupied a highly favorable position under the 
national adjustment board plan. These were joint boards to which 
the individual workers who felt aggrieved by the application of the 
rules by their own roads, or by disciplinary actions, could have their 
cases brought for final determination. They were joint boards, not 
tripartite boards. They were made up of equal numbers of repre- 
sentatives of the Railroad Administration and the national unions 
concerned. Moreover, the national union was practically the agency 
through which the case of the individual workman reached the proper 
board on appeal. Naturally enough, the individual worker looked 
upon the national union as the protector of the rights which he so 
highly valued. This fact, over and above the part played by the 
national unions in securing the establishment of these rules, was of 
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undisputed value to the national unions in obtaining and holding the 
allegiance of the workers. 

The national adjustment boards were discontinued after the roads 
were returned to private management; and, although the Transporta- 
tion Act authorizes the formation of such boards, subject to an appeal 
to the Railroad Labor Board, the roads have refused to reconstitute 
them. A number of western roads have combined to establish a re- 
gional adjustment board and a regional board has been projected for 
a few eastern roads, but these boards are to include only the older 
Brotherhoods. The roads have not formed, and there are indications 
that they will not agree to form, regional adjustment boards for the 
shop crafts or the miscellaneous occupations. 

It is unlikely that any system of adjusting individual grievances 
and claims will prevail that will be as favorable to the national unions 
as the national adjustment boards. In the cases of the shop crafts and 
miscellaneous occupations, the practical functioning of the national 
union may be very seriously curtailed. If the roads refuse to set 
up joint boards of any wider jurisdiction than the single road or 
system, the advantage of membership in a wider organization is re- 
duced. To be sure, the national union would be useful in carrying 
appeals from the road board to the Railroad Labor Board. But 
what the national union can get from the Railroad Labor Board is 
likely to be less than it was able to get from its own national adjust- 
ment board in the days of government control. If each road has its 
own joint board, and if the individual worker can vote for his repre- 
sentative and get easy access to the board, regardless of union member- 
ship or non-membership, and if the workers generally come to have 
confidence that they can get redress from their road boards in any 
case that would have a fair chance of success before the Railroad 
Labor Board, the hold of the national unions on their members will be 
greatly weakened. 

With respect also to the other great function of national unions, 
that of collective bargaining for wages and general conditions, the 
position of the national unions is weaker than it was in February, 1920. 
It must not be forgotten that it was the Railroad Administration, and 
not the roads, that introduced the national basis in collective bargain- 
ing for the shop crafts and extended collective bargaining to the mis- 
cellaneous occupations. It is true that the Transportation Act gives 
the workers the right to continue to use the national unions as their 
agents in the determination of wages and other conditions if they so 
choose. But recognition of this right in the law and by the Board 
is far different from willing recognition by employers anxious to 
reach a settlement with the unions and from the generous recognition 
accorded by the Railroad Administration. Since the roads went back 
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to private management, no big issue has been settled by direct agree- 
ment between the roads and the respective unions. Successful col- 
lective bargaining on a large scale has been suspended. 

What we have, it seems, is de facto compulsory arbitration. In the 
matter of wages the Board has given and the Board has taken away. 
The national unions have functioned as advocates, rather than as 
bargainers. Judicial determination has succeeded to the earlier joint 
determination by the unions and the roads, with all the elements of 
bargaining strength entering in, and the later joint determination by 
the unions and a sympathetic Railroad Administration. And the fight- 
ing strength of the unions in interest is not one of the seven factors 
that the Transportation Act requires the Board to take into considera- 
tion in reaching its decisions. 

How will this change affect the unions? Will it not weaken them 
with that large class of workmen who will belong to labor organiza- 
tions only when, and so long as, they see some individual advantage 
to be gained through union membership which will be lost if they do 
not support the union? The old Brotherhoods may hold their mem- 
bership nearly intact, through tradition and because of the greater 
willingness the roads have shown to deal with them than with the 
other unions. The shop-craft unions have an element of strength also 
in the desire of those craftsmen who may anticipate seeking employ- 
ment at some time outside the railroad shops to belong to the national 
unions in their respective crafts. The miscellaneous unions are in the 
weakest position, and I think we may expect a relatively large recession 
of membership in this group from the 1920 figures. 


M. B. Hammonp.—The figures given by Professor Barnett to show 
the growth of trade unionism in the United States from 1913 to 1920 
doubtless represent the situation as accurately as it can be portrayed 
from such sources as are available. His figures are in substantial 
agreement with those gathered and published by the International 
Labour Office at Geneva. Incidentally, it may be remarked that while 
trade-union membership has had a phenomenal growth in the United 
States since 1913 its growth elsewhere has been even more remarkable. 
The figures published by the International Labour Office show that 
while the trade unions in the United States have, roughly speaking, 
doubled their combined membership since 1913, they have in the 
world as a whole trebled their membership during the same years. 

We are more concerned, however, with the significance of this 
growth than with the mere fact of increase. Ordinarily, one would 
point to such a rate of growth as an indication of the growing im- 
portance of the trade union as an institution in our social and industrial 
life. This may be a true interpretation of the statistics For most 
countries I am inclined to think it is the true interpretation, but I am 
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inclined to be somewhat doubtful as to whether this can be said to be 
true of trade unionism in the United States, and, if I understand 
Professor Barnett’s implications, he shares somewhat this scepticism. 

The first thing to which I want to call attention arises from the 
comparison between the rates of growth of trade unionism in the 
United States and the rest of the world of which I have just spoken. 
In the United States our strong unions have laid their emphasis upon 
efforts to secure recognition by employers and employers’ associations 
and, when this has been obtained, have sought to accomplish their 
purposes by means of collective bargaining. On the whole, they have 
placed less emphasis upon labor legislation, except such legislation 
as was necessary to remove their legal disabilities, and they have 
constantly and successfully resisted the efforts of an aggressive minor- 
ity of their members and of some of their friends outside the unions 
to have the trade union movement organize as a political party. In 
urging the pursuit of this non-partisan political program, trade-union 
leaders have doubtless had in mind the results of fruitless efforts of 
earlier and now defunct labor organizations which attempted to win 
their victories by direct political action. 

I am not criticising American trade union leaders for refusing to 
organize a Labor Party. To win a political victory in the United 
States, a labor party would have to have the support of farmer votes; 
and in the United States, at least, land-owning farmers and agricul- 
tural tenants who hope to become land owners have not felt that their 
permanent interests were those of the city wage-earners. But that 
to which I am calling your attention is the fact that European trade 
unions which have pursued the opposite policy have increased their 
membership at a more rapid rate than have the American unions. 
The country with the largest trade union membership is Germany, 
where the number of members has grown from four and one-half 
millions in 1913 to an estimated thirteen millions in 1920. In Ger- 
many the trade unionists constitute the strength of the dominant social- 
ist party, which, since the revolution of 1918, has had control of 
governmental administration. In Russia, with a trade union membership 
of nearly five and a quarter millions, we have had a trial—and appar- 
ently a failure—of genuine Marxian socialism, the rule of the prole- 
tariat, which has had its power centered in the trade unions. Belgium, 
France and Italy, all with socialistic governments, show an increase 
in trade-union membership of from one hundred to two hundred per 
cent. Other Continental countries and some of the British colonies 
show an even more striking growth in the membership of the unions 
and correspondingly great political influence of the labor or socialistic 
parties. 


I hope that none of my audience will get the impression from what 
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I am saying that I think there is any necessary connection between 
the growth of political power on the part of the trade unions and 
socialism. Those of you who are familiar with the political, industrial, 
and social environment of Continental countries know that there were 
ample reasons for the association of trade unionism and political 
socialism in those countries. It is also true that since the Socialist 
parties have come to the top in the political chaos which has followed 
the Armistice, they have, outside of Russia, at least, either willingly 
or of necessity so modified their programs that there is little of 
genuine socialism left in them. In fact, the striking thing about their 
demands and their accomplishments, as I shall presently point out, 
is that they represent those things which we have long associated with 
trade unionism rather than with socialism. 

In Great Britain, where, in spite of a strong socialistic element 
in the political labor party, that party, now occupying the Opposition 
benches in Parliament, is trade union rather than socialistic in its 
composition and policies. While the Coalition of the older parties 
continues, the Labor Party is bound to remain weak in numbers; and 
it may not in the near future become one of the leading political 
parties, but the influence of the trade unionists in government circles 
is unquestionably great and is not likely to become weaker. 

In all the leading European countries and in the British colonies, 
the trade union movement can point to some very definite and positive 
results secured by means of legislation. Perhaps the most important 
of these is the almost universal adoption in countries with socialistic 
or labor governments of the legal eight-hour day. The leading motive 
in this legislation is one which has been controlling in the history 
of trade unionism in all countries. It was not the industrial motive, 
namely, the idea that eight hours will lead to larger production than 
a working day of greater length, nor yet the health motive with which 
we are so familiar in our own hours’ legislation, especially for women 
and children. It was rather the demand for leisure for the worker, or 
what the Manchester Guardian calls “the desire to have more range 
and choice and initiative in one’s own life,” which led to this rapidly 
attained result in the field of legislation. Other results of the partici- 
pation of labor in politics in Europe have been the laws providing for 
the participation of labor in the management of industries, the rapid 
extension of social insurance, particularly unemployment insurance, 
and minimum wage legislation. Although labor has suffered severe 
defeats in the industrial field since the Armistice, in Europe as well 
as in America, the most notable of which is the now-admitted failure 
of the proletariat control of industries in Soviet Russia, these achieve- 
ments of organized labor in Europe by way of the legislative route 
are in striking contrast with the failure of organized labor to attain 
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any considerable results in the United States since the signing of the 
Armistice, in spite of the great increase in the membership of the 
trade unions. 

The reluctance of the trade union leaders in the United States to 
seek to secure some of their demands by means of legislation seems 
to me to be at least in part responsible for the failure of organized 
labor to impress upon the American social mind the importance of its 
task and a realization of the strength of the numbers behind it. It is 
only by means of legislation that the trade union movement can secure 
the effective coéperation of many influential persons and voluntary 
associations in the ranks of what is generally known as the “middle 
class” in the attainment of what are believed by such persons and 
associations to be legitimate social demands. I think that a careful 
study of the progress of the laboring class in this and in other 
countries will show that the most important and permanent results 
have been attained by means of legislation, and I think that the same 
careful study will show that, with few exceptions, in this country at 
least, the movement which resulted in the enactment of the most im- 
portant labor laws originated outside the ranks of organized labor 
and for a time, at least, secured little interest and support from the 
trade unions. I believe this statement will generally hold true of 
child labor legislation, of factory legislation in general, of minimum 
wage laws, and of workmen’s compensation legislation and other forms 
of social insurance. Sometimes the support of organized labor has 
been secured in the later stages of the passage of such laws and 
frequently their initiative or coéperation has been responsible for the 
effective enforcement of such laws, when the benefits of the legislation 
had begun to be realized. Generally speaking, however, I think it 
will be found true that organized labor in the United States has 
devoted its strength to the cause of collective bargaining. Like, 
doubtless, most of my auditors, I have long been a defender of the 
plan of collective bargaining as the most effective way of protecting 
the propertyless laborer in the making of the labor contract. It is, 
therefore, not doubt in my own mind as to the validity of the princi- 
ple of collective bargaining or as to the need of strong trade unions 
as instruments and agencies for the accomplishment of this purpose 
which leads me to question the wisdom of American trade union 
leaders in giving their energies so exclusively to the pursuit of this 
one objective, while neglecting other members of the laboring class, and 
other modes of improving the condition of their constituents which 
have won great victories abroad. 

If I am right in my belief that the American trade union movement 
has not secured either from employers or from the public at large 
that support for its policies and program which the strength of its 
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numbers would lead one to expect, I must add that I believe there is 
another and a more fundamental explanation for this failure. It is 
the claim of trade unionists that, if their associations are recognized 
as the agencies for making the labor contract, they are prepared to 
offer employers decided advantages in the way of quality of work- 
manship and in increased stability of the labor market which will more 
than compensate employers for their surrender of the privilege of 
dealing with laborers as individuals, and which will also carry with 
collective bargaining great advantages to the consumers. 

The argument is a plausible one and it is a belief in such possibili- 
ties which has led most of us to the support of collective bargaining. 
It would seem, however, that by this time the advantages of collective 
bargaining would have so impressed themselves upon employers that 
the most astute ones would have been eager to secure these advantages 
for themselves. Yet we find that, outside those industrial groups in 
which Professor Barnett has just shown that trade unionism has been 


aided by peculiar trade conditions, collective bargaining has made 
strangely little headway with the employers in the United States. 
The big industrial corporations and the establishments in which 
large-scale operations are carried on are giving more attention than 


ever before to the establishment of those conditions which make for 
the efficiency of their laborers and the stability of their labor supply. 
Yet, with very few exceptions, the managers of such corporations and 
establishments have not been converted to the gospel of collective 


bargaining through the agency of the trade unions. Mostly, they 
have refused to recognize the unions as the representatives of their 
own employees and when they have seen the desirability of giving their 
own employees some representation in the management of the plants, 
as is now the growing practice in relation to those matters in which 
labor has chief concern, such managers have almost always preferred 


to deal with representatives selected by organizations of their own 
employees than to deal wth union representatives. In other countries, 
industrial representation of employees seems generally to come through 
the trade unions; and I am not claiming that the so-called “American 
plan” is to be preferred, or that it is the right method to secure 
genuine industrial democracy. But what I am asking is, Why have 
American trade union leaders failed in the course of an entire genera- 
tion since modern trade union methods were adopted in this country 
to “sell” their wares to either the employers or the public? 

Is not the failure due to the fact that both employers and the 
public have discovered that, when once the unions have obtained recog- 
nition and have established collective bargaining, they have preferred 
to push their advantages by monopolistic methods rather than by 
methods which would result in enlarged production and a lessening of 
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industrial strife? There is no time here to discuss the matter at 
length. We are all familiar with the methods for restricting pro- 
duction, by direct or indirect means, which are employed by nearly 
all the large unions—methods which recently brought a sharp rebuke 
from such a staunch friend of labor as Judge Landis, when he made 
his award in the arbitration case of the Chicago building trades. 
While such methods may be justified at times as weapons of defense 
in a class war, they can not be defended as socially beneficial or as 
part of a permanent policy any more than can the monopolistic price 
policies of the industrial combinations. 

Surely, collective bargaining can be made to succeed without reliance 
on these monopolistic methods. If the unions are to regain the con- 
fidence of the public, which has, I think, been in some measure lost 
to them in recent years, they must do so by methods which are in 
harmony with a program for social and industrial efficiency. Possibly 
it is to be regarded as a welcome sign of an awakened conscience 
of the American trade union movement that at the recent Denver 
convention of the American Federation of Labor one of the resolutions 
adopted declared that “there are but two avenues to higher standards 
of living for our people as a whole—the elimination of waste and 
increased productivity.” 


F. S. Detster.—The paper of Dr. Leiserson contains many points 
of interest for the students of labor problems. His experience as 
arbitrator has given him an excellent opportunity to observe the de- 
velopment and operation of a system of government in industry. In 
presenting his topic, the first section—“The Goal of Trade Unionism”’ 
—is interesting enough in itself, but has little direct bearing upon 
the main theme which he later develops. However, if I may digress, 
as I think Dr. Leiserson has, to consider the points raised in this 
portion of his paper, I may say that I find myself in substantial agree- 
ment with his criticism of Hoxie’s functional classification of Unionism, 
but I am accustomed to place a different emphasis on the point. The 
word “functional” as used by Professor Hoxie, is misleading. The 
terms which he uses, “business unionism,” “up-lift unionism,” “revolu- 
tionary unionism,” and “predatory unionism,” are quite descriptive and 
extremely useful, but are descriptive of methods used by unions rather 
than of functions performed. The function of Unionism is to protect 
and promote the economic interests of the workers as workers. The 
most radical I. W. W. may claim this common purpose as his goal 
alongside of the most conservative trade unionist—and yet the methods 
of attaining these ends may be as widely separated as those of the 
“business” union and the “revolutionary” or “predatory” union. If I 
am correct in my distinction, unionism may be unitary from the point 
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of view of function, and vary widely in the methods of attaining its 
ends or purposes. 

Turning now to the main theme—Constitutional Government in 
American Industries—there are at least three queries that may be 
raised concerning this subject: (1) What is meant by constitutional 
government in industry? (2) To what extent can employer-employee 
relations be resolved by the application of principles? (3) Does not 
the success of any plan depend quite as much upon the sincerity 
and “good will” of the two parties as upon the form of machinery 
through which they operate? 

From the most casual reading of the literature on this subject, it 
will be apparent that this expression—constitutional government in 
industry—is most loosely used. Sometimes the expression is made to 
include the agreements worked out by a trade union and an individual 
employer; again it may mean the negotiations between representatives 
of the employers and representatives of the men for an industry—as in 
the coal mining industry in the central states territory; or it may 
include only those schemes that have set up definite machinery for 
the adjustment of disputes—as in the men’s clothing industry; or 
again it may be inclusive of all methods that are being tried out as 
means of adjusting the employer-employee relations. 

While Dr. Leiserson does not define his usage, yet it is apparent 
from the context that he is using the expression in an inclusive sense 
and has in mind the evolution in the direction of limiting the employer's 
right of absolute control in industry. By anology he finds the various 
elements of government developing in industry—taking on the consti- 
tutional forms well known in modern states. From a sociological 
point of view, I suppose, it is correct to emphasize group action and 
to show how similar sets of circumstances tend to develop similar 
institutions, whether these influences are operating within the larger 
social group or within that group represented by the employer- 
employee relations. The significant thing in this study, as I see it, is 
not the kind or form of institution that is developing, but the fact 
that an orderly procedure in disposing of conflicting interests has been 
devised and that one should analyze that procedure to see what changes 
it imposes upon the relations of the parties thereto. The real contri- 
bution in this paper is in calling attention to these changes and point- 
ing to the direction in which the movement is going. 

A significant fact to be noted is the development of limits on the 
control exercised by the employer. Dr. Leiserson very convincingly 
describes the change and gives adequate proof for this general state- 
ment. His position can be greatly strengthened by reviewing certain 
historical relations. The right of the employer to exercise control in 
industry is based upon the right of property. Since the abolition of 
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slavery, ownership rights have been confined to land and capital, and, 
from the point of view of the entrepreneur, labor has been an unowned 
factor. In the simpler stages of industry the control exercised by the 
entrepreneur was not fraught with the same social consequences as 
now. It could not affect so powerfully the life of the laborer as in 
modern conditions where concentration of control has become so im- 
portant. As long as the producing unit was small and the number of 
competing employers large, there was little need for labor to dispute 
the control exercised by the employer. The laborer found that his 
interests were reasonably protected by the operation of competitive 
forces, and, in addition, the employer-employee relations were more 
personal than now. 

But the industrial changes during the last half century have greatly 
modified these simpler conditions. The most potent influence in cen- 
tralizing control in modern industry has been the corporation. What- 
ever may have been its effects upon ownership, the corporation has 
greatly concentrated control.’ Under these conditions the interests of 
the unowned factor—labor—do not coincide at all times with those 
of the entrepreneur, nor are they protected and promoted by the same 
forces which promote those of the employer. Hence, at this point 
labor begins to dispute the rights of control based upon the ownership 
of property and demands a voice in the determination of the policy 
of the business so far as this pertains to questions that intimately 
affect labor. When we survey the whole industrial field, three fairly 
distinct stages in this development may be observed: (1) The laborer 
demands wage and working conditions suitable to himself. (2) He 
insists that his organization be recognized and his representatives be 
regularly consulted in the determination of the labor policy. This 
stage often leads to vigorous resistance on the part of the employer. 
Strikes and labor disputes will ensue before the employer is willing 
to concede the rights demanded and to agree to a limit on his control. 
(3) There is the stage in which regular machinery is set up for the 
operation of the joint control. As soon as the employer releases his 
control and collective bargaining begins, then there arises a problem 
of organization for the effective operation under the new situation. 
It is in this stage that we find such an industry as the manufacture of 
men’s apparel. The entrepreneur, or management, now faces two 
problems: (a) what form of machinery is best adapted to the industry 
in question; and (b) what principles, if any, can be found to guide 
the operation of the machinery thus constituted. To what extent can 
the field of dispute be narrowed and on what principles or philosophy 


*It is frequently shown how the corporation has made possible the diffusion 


of ownership and many companies point with pride to the wide holdings of 
their stock. 
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can management and employees agree in advance that will insure the 
protection and promotion of the interests of both. 

This leads to the second query, namely, to what extent can disputed 
questions be resolved by the application of principles? Here I con- 
ceive two sets of problems, those that pertain to “working rules,” and 
those that pertain to wages. Both affect costs and are important to 
the employer. The extent to which problems growing out of “working 
rules” can be resolved by principles seems to me to be very limited. 
A common rule, as the number of apprentices allowed, or a rule on 
the introduction of new processes, often appears in agreements cover- 
ing either a market or an industry, but when the test comes there is no 
very clear-cut principle to resolve the points in dispute. The cases 
are usually settled by compromise. Besides, the trade practice is 
likely to vary from establishment to establishment so that many rules 
operate only within a single plant. Perhaps longer experience in ne- 
gotiating through the constitutional forms which Dr. Leiserson has in 
mind will result in the building up of standards that are mutually 
satisfactory. 

When we turn from working rules to wages, and inquire the extent 
to which principles can be applied here, we might expect a more con- 
fident answer. Economists for years have been thinking and writing 
on distribution and have had much to say concerning wages. But 
what has been said on this question has had to do mainly with func- 
tional distribution and furnishes little guidance for the determination 
of wage disputes. Take the productivity theory for example. This 
is a useful statement in explaining in a broad way the division of 
social income among the factors of production, but its use is very 
limited in determining quantitatively the pay of an individual worker. 
Employers like to use a piece-work system of pay and often argue 
that in this way each man is paid according to his merits or output. 
But how can the piece rate be determined? At best the productivity 
theory can be used to set broad limits within which negotiations may 
take place. 

A second theory frequently advanced as a means of settling wage 
differences is the ‘‘cost of living.” This suggestion has the merit of 
lending itself to a rough quantitative measurement. But when applied 
there seems to be room for wide differences of opinion as to what 
cost of living actually is in a particular instance. Few workmen will 
accept this as a final solution of the wage problem because it leaves 
the question of the distribution of the results of invention and progress 
unsettled. While the acceptance of this theory may be useful in 
narrowing the field of dispute, there still remains a “no man’s land” 
unprovided for. I do not wish to imply by the foregoing discussion 
that I despair of the application of principle to the problems involved. 
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My point is that it is not sufficient to set up a form of government and 
expect it to operate. The adoption of joint control as indicated sets 
up new responsibilites, and, if successful, management will be required 
to give to these the same kind of intelligent consideration as goes into 
the technical and sales sides of the business. 

In the operation of any such system as Dr. Leiserson describes, 
there is one point at which a serious mistake may easily be made which 
will have large economic and social consequences. Many decisions 
formerly made by the entrepreneur are now shifted to the joint ma- 
chinery of control. In this shift there is danger of encroaching upon 
the elasticity that should exist in a healthy state of industry. A de- 
cision under joint control becomes a point of advantage and the party 
benefiting thereby will resist a modification. Formerly, a decision 
could be modified at will of employer, thereby giving great elasticity in 
adapting practices to conditions. In this regard the joint machinery 
of control operates much as a supreme court. There is this advantage 
in the operation of a plan like that in the clothing trade over govern- 
ments—the whole trend may be more easily modified, as the result of 
the recurring renewals of the agreement, than a change made in the 
constitution of a state or the nation. But nevertheless, it would seem 
to me that during the life time of the agreement the impartial ma- 
chinery should confine its decisions strictly to the specific problem 
before it, rather than look for a broad, inclusive principle that will 
settle all the difficulties in the industry. The latter policy will be 
elusive, and every decision tends to narrow the influence of the joint 
control and limit its power to make decisions in the interest of the 
industry. 

My last query is whether the success of any plan does not depend 
more upon the “good will” between the parties and the sincerity of 
each in accepting the new relationship than upon the form of the 
machinery adopted. My observation leads me to this conclusion, and 
the evidence supporting it is the fact that a wide variety of forms 
have operated effectively, when there has been a disposition to agree. 
Mr. J. E. Williams expressed this idea perfectly when he said, “Any 
system will work when there is a will to agree.” 


Nort Sarcent.—Dr. Barnett sounded the text for my remarks in 
his statement of the reluctance of trade unions to guide their policies 
by purely competitive, economic considerations. This fact is complete 
justification of the arguments made by opponents of the closed shop, 
which system if it should prevail on a national scale would put the 
present uneconomic policies and methods of the trade and labor 
unions in control of industry to an extremely detrimental extent. 

It is with a full sense of the so-called elements of partisanship that 
I venture to speak upon this controversial topic, since it is by no 
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means the only labor problem which exists. The splendid paper on 
the growth and prospects of American unionism justifies some elabora- 
tion upon the remarks as to the greater character of union policies, 

It will be well here to enumerate a few of these policies, and the 
methods by which they are put into practice. All of these, and many 
more, have been clearly revealed by investigations in New York City 
during the past month of the Lockwood Committee, authorized by the 
State Senate. 

1. Duplication of work is made necessary by forcing destruction 
of casts, etc., once used. 

2. The use of improved methods is opposed. 

8. The “permit’’ system under which independent workers must 
pay weekly to the union, fees larger than the dues paid by union 
members, for the privilege of working. In New York City, 3000 
union electricians were shown to control the labor of 15,000 non-union 
electricians. 

4. Refusal to admit new members. Several New York unions 
have no more members than ten and fifteen years ago, despite the 
expansion of building operations. 

5. The apprenticeship system is merely another method of re- 
stricting union membership. Reductions in the number of skilled 
workers do more than create artificial monopolies and increase costs. 
They increase the number of unskilled and consequently increase the 
ranks of those who suffer most in periods of unemployment. 

We all recognize, in theory at least, the harmful effects of policies 
such as those just mentioned. It is possible, fortunately, to make 
some investigations of the practical results of these policies. In 
speaking of these policies, I should mention that the great value of 
proper organization is fully recognized and admitted. 

Let us examine the records of building permits for the first nine 
months of 1921 in thirty prominent American cities, twenty-five of 
them being among the fifty largest cities, according to the 1920 census. 

In fifteen of these cities building is on an open-shop basis, in 
fifteen it is on a closed-shop basis.’ A city is placed in neither group 
unless its building is at least 75 per cent “open” or “closed.” In 
those cities in which building is on a “closed-shop” basis the per- 
capita value of building permits for the first nine months of the 

*The open-shop cities are Los Angeles, Oklahoma City, St. Paul, Detroit, 
Minneapolis, Atlanta, Richmond, Milwaukee, San Antonio, Seattle, Grand 
Rapids, Duluth, Nashville, Akron, Spokane. The combined population is 
4,250,412. 

*The cities in which building is on a closed-shop basis include New York, 
Cleveland, Indianapolis, Newark, Kansas City (Missouri), Chicago, Cincinnati, 


Dayton, Syracuse, Louisville, Pittsburgh and McKeesport (together), New 
Orleans, St. Louis, Scranton, Butte. They have a combined population of 


138,105,501. 
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present year was $41,’ in the “open-shop” cities the figure was $48." 
In other words those uneconomic policies which we condemn in theory 
are shown in practice to decrease the amount of building construction 
and to delay the ending of the present structural shortage. 

Less building naturally means less employment. This fact is 
extremely important since the building industry is one of the key 
industries of the country. A report issued by the Committee on Statis- 
tics and Standards of the United States Chamber of Commerce, the 
committee including many eminent economists, declared: 

“Construction would seem to be the barometer of our industrial life. When 
depression strikes construction, it rocks the entire industrial structure and 
‘good times’ undergo a process of metamorphosis which is conducive to acute 
conditions. But when the tide turns, construction is the first to be carried 
with the rising flood, and other industries follow in its wake.” 

The emergency program for the immediate relief of idle workers 
promulgated by the National Conference on Unemployment, Sept- 
ember 30, also declared (section 11): 


“The greatest area for immediate relief of unemployment is in the con- 
struction industry, which has been artificially restricted during and since the 


The building industry, therefore, is the key of the unemployment 
situation. It is not maintained that the closed shop is the chief cause 
of unemployment, or that the universal adoption of the open shop 
would bring universal employment. But it is maintained that closed- 
shop conditions tend to greatly increase the extent of unemployment. 
Much as I favor the open shop it is perhaps pertinent to say that I 
do not favor its attempted establishment by legislation. 

The Department of Labor presented to the National Conference 
on Unemployment figures as to the number of those unemployed in 
our cities.” Taking the cities for which the previous comparison was 
made we find that where building, the key industry, is on an “open- 
shop” basis 3.4 per cent of the population was unemployed; where 
building was on a “closed-shop” basis 7.4 per cent were unemployed. 
That is to say, unemployment was 117.6 per cent greater where 
closed-shop conditions prevailed in the building industry. 

Dicta do not succeed. Until sound economic principles are fully 
recognized by both capital and labor, individually and in groups, our 
industrial efficiency will remain impaired. 

*The inclusion of New York, with an average of $55, makes the closed-shop 
figure much higher than real comparative conditions between the two groups 
warrants, as New York has over a third of the group population. The com- 
paratively high New York figure is the result of tax exemption ordinances, 
and exists despite very restrictive practices by unions and builders. 

‘For eight of the cities—Indianapolis, St. Louis, Scranton, Butte, Duluth, 
Oklahoma City, Nashville, and San Antonio—figures for only eight months 
were available and the ninth month was considered as atte th of the total 
of the other months. ome | in McKeesport was estimated as being at the 


same ratio to that in Pittsburgh as its ag pe bears—7.8 per cent. 
‘These figures appeared in New York Herald of October 5, 1921. 
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Professor Hollander in his presidental address pointed out the 
absolute necessity of “abandonment of unsound practices” in our 
economic system, and the responsibilities resting upon American 
economists to take the lead in the creation and maintenance of sound 
industrial policies and methods. Economists must point out clearly 
the fallacy of and harm resulting to the public, to industry, and to the 
worker from dicta such as we have mentioned. They must do this, 
if they are to best represent the highest meaning of their science, to a 
greater extent and in a more forceful manner than ever before; this 
is a paramount duty in the interest of national prosperity. Professors 
Barnett and Hollander deserve hearty congratulations for indicating 
a new line of duty which economists, if they have not overlooked it, 
may possibly have neglected to develop. 

Having been so fortunate as to have had especial advantages for 
the study of the “‘open-shop” discussion of the past two years, particu- 
larly in certain of its phases, I shall now mention briefly a few of the 
features of the ‘conspiracy,’ “campaign,” “discussion,” or “move- 
ment,” as it has been variously called. 

1. The most important fact, it seems to me, is the extent to which 
the advocates of the open shop have addressed their chief argument 
to the public. They maintain that the chief test to apply to any 
industrial principle is whether it harms or benefits the general public. 
The closed-shop protagonists, on the other hand, have almost unani- 
mously refused to discuss the question upon that basis, preferring to 
rely upon arguments of class advantage, with particular emphasis 
upon alleged benefits to the minority of workers who are members 
of labor organizations. And my personal opinion is that these organ- 
izations have already lost much more than the 10 per cent figures 
mentioned by Professor Barnett. With the present type of leadership, 
and with the prevailing union refusal to urge individual members to 
increase their earnings by individual merit, a further decline in real 
membership will be experienced, particularly as to the percentage of 
skilled workers organized. But to return from our digression. This 
reluctance and refusal to argue from the standpoint of public welfare, 
coupled with a general knowledge of uneconomic union practices dur- 
ing and since the war, and actual or potential strikes which, rightly 
or wrongly, the public believed inimical to its interests have caused 
public opinion actively to support the industrial advocates of the open 
shop. These advocates recognize that nothing can permanently bene- 
fit industry which harms the public; they believe also that policies 
and methods which impair the true efficiency of industry are detri- 
mental to the public welfare and that these detriments should be 
vigorously set forth for general inspection. 

2. Recognizing that public welfare is superior to the welfare of 
either employer or laborer and that no industrial system can per- 
manently succeed without the support of the public, the open-shop 
advocates have particularly endeavored to make their position known 
to the chief molders of public opinion—the educators and the clergy. 
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Special efforts have also been made to present their arguments to 
high school and college debaters, an important feature in the forma- 
tion of public opinion, when we consider, for instance, that in Texas 
alone last year over 1,000,000 people heard debates on the open shop. 

3. While we all have a general knowledge of what the “open shop” 
is, it may be well here to know the employers’ definition. The Open 
Shop Committee of the National Association of Manufacturers is 
composed of prominent American business men and defines an open 
shop as “one in which there is no discrimination against workers on 
account of either membership or non-membership in any lawful organ- 
ization operating in a lawful manner.” This definition, it will be 
noted, does not oppose discrimination in employment which is not 
based upon mere possession or non-possession of a certificate of mem- 
bership in a private society; it justifies discrimination against organ- 
izations such as the I. W. W. and the United Mine Workers. The 
most repeated public claim of the closed-shop leaders is that the term 
“open shop” is in reality only a camouflage for the “non-union” shop. 
Yet a nation-wide survey in the Philadelphia Public Ledger of July 3, 
1921, gives a very impressive list of leading American firms which 
actually have in their pay rolls both union and non-union men. This 
investigation made by the Public Ledger is of extreme importance, 
since it conclusively demonstrates the falsity of the claims that there 
is no such thing as an “open shop” and that unions cannot exist 
without the “closed shop.” 

4. The open shop discussion of the past two years has also been 
marked by the great amount of newspaper advertising resorted to by 
local employers’ associations and union bodies. 

5. The opponents of the closed shop have not confined their 
opposition by any means to the activities of union organizations. The 
“exclusive agreement” is the ultimate evil of the closed shop, as has 
been amply demonstrated in the clothing situation in New York City 
and the building trade conditions in New York, Chicago, Cincinnati, 
and elsewhere. Under such agreements all competition is eliminated, 
the unions, through their leaders, agreeing to work only for members 
of a particular employers’ combination, to which employers who will 
not accept its policies are refused admission. In the building trades 
such agreements have enormously raised construction costs. They 
are possible only because of the power the closed shop places in the 
union leaders; but the employers’ groups which make such monopoly 
agreements merit condemnation. 

6. There has been no attempt by open-shop advocates to deny that 
the open shop benefits the employer by increasing his profits. If 
investment is justified so are profits, and unless profits are made 
capital will be withdrawn. National prosperity needs prosperous 
business. 

The employers consider the open-shop problem as a fundamental 
question of whether the determination of important policies of in- 
dustrial management shall be granted to organizations whose rules, 
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which must apply where closed-shop agreements are signed, are made 
by men the great majority of whom are not employed in the establish- 
ments. Like all fundamental questions, however, we find “hot and 
cold” periods in its discussion, periods when it has greater or less 
immediate national interest, bearing in mind that there are always 
local controversies. 

Our first major period in this century occurred from 1903 to 1905, 
when, following the Anthracite Coal Strike Award, many employers’ 
associations took a stand for the open shop. The American Economic 
Association in 1903 and 1905 devoted special sessions to the subject. 

From 1912 to 1914 we had another period of great discussion. The 
third period has been from 1919 to the present time. In the second 
of these periods public sentiment seems to have been pretty much 
divided; in the first and present periods it has been markedly with 
the advocates of the open shop. 


It will appear that in order to prevent any reaction of public senti- 
ment the employers must do three things and do them consistently 
and not sporadically: (1) demonstrate that the worker fares best 
under the open shop; (2) let the public know the facts concerning 


industrial conditions, and (3) answer, instead of neglecting, the oft- 
repeated union claims. There are indications that employers will do 
this. Mr. Mason, then president of the National Association of Manu- 
facturers, and the Open Shop Committee of the same organization 
emphasized in the spring of the present year (1921) the importance 
of selection and training of foremen and plant executives, of giving 
information to employees as to business principles and methods, and 
of better methods of industrial employment and allocation. During 
the next few years we may expect to see ever greater attention given 
to such questions by our industrial leaders. 


THE RAILROAD SITUATION 


By Waker D. Hives 
Formerly Director General of the Railroads 


There was never a time in the history of our country when 
the railroad situation was as difficult to appraise as it is today. 
Since the World War, few, if any, lines of industry have returned 
to a normal status, and throughout the world I believe the only 
great industries which admit of reasonably confident treatment 
are those which were fortunate enough to make extraordinary 
profits during the war and which were farsighted and prudent 
enough to conserve their profits so as to have a large reserve to 
carry them sucessfully through the long and trying period of 
readjustment. But this fortunate class does not embrace the 
public service enterprises of the world, whose profits are limited, 
and which are unable to shut down their plants in periods of dif- 
ficulty. Our railroads are no exception to this statement. They 
had no opportunity prior to federal control to make vast profits 
out of the war, they had comparatively small reserves at the be- 
ginning of the war, and they had no chance to build up their 
reserves to any large extent out of the government rental accruing 
to them during the war. 

There are at this time two special difficulties in getting a 
satisfactory idea as to the present or prospective situation of our 
railroads. One difficulty grows out of a state of mind and the 
other difficulty grows out of the facts. 

The state of mind of railroad officers and of the public in 
general has not been favorable to obtaining a well proportioned 
and accurate estimate of the railroad situation. In order to win 
the war the government took possession of the railroads and 
operated them as a unified system and then terminated the uni- 
fied operation as soon as a scheme of legislation for their further 
regulation and protection could be adopted. This unified gov- 
ernmental possession and control, suddenly entered upon to meet 
a paramount emergency and provisionally continued only long 
enough to secure legislation, constituted a fact so unprecedented 
and so striking as to dominate the thought on the railroad problem 
and displace nearly all other thoughts on the subject. Conse- 
quently undue attention has been given to exaggerated and poorly 
balanced impressions as to the influence of federal control, when 
the time and energy could have been more profitably spent on a 
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more comprehensive estimate of things as they are, giving due 
regard to their relative importance. Such a state of mind was 
perhaps inevitable, but in any event it is a fact which must be 
considered in viewing the present railroad situation. 

A single illustration will emphasize the effect of this state 
of mind. I believe the thing which has caused more discussion 
in public hearings and addresses and in the press than anything 
else has been the National Agreement which I signed with the 
shop crafts on September 20, 1919, to remain in effect “during 
federal operation.” One of the most costly branches of railroad 
operation is the maintenance of equipment. Its cost was $1,230,- 
000,000 in 1919 and was $345,000,000 more or $1,575,000,000 
in 1920. I believe the impression has been created that a very 
large part of this heavy cost and particularly nearly all of the 
great increase in 1920 over 1919 is due to the National Agree- 
ment, and that upon the Labor Board’s correcting the undesirable 
features of that Agreement many hundreds of millions of dol- 
lars will be saved in the cost of maintenance of equipment. 

The fact is that practically all the basic rules which have a 
proportionately large bearing on cost and which were incorpo- 
rated in the National Agreement were not initiated at that time, 
but represented rules or practices which the experienced railroad 
men in the Railroad Administration (adopting what prior to the 
war was in effect on numerous railroads) had already made ap- 
plicable to all the railroads in 1918. Therefore, in the respects 
involving especially large amounts of operating cost, these rules, 
contrary to the popular impression, figure in the operating cost 
for 1919 and do not account for the increase in maintenance of 
equipment of nearly $350,000,000 in 1920. Furthermore, the 
features of these rules which have the most significance in dol- 
lars and cents have been approved by the Labor Board. In some 
respects the Labor Board has ordered changes which will result 
in substantial savings, but far short of what the public has been 
led by the widespread discussion and criticism to expect, especially 
because many of the things most extensively discussed consist of 
extreme cases which represent a very small percentage of the 
operating cost. 

I shall discuss this National Agreement at greater length on 
another occasion. I mention it here simply to illustrate the state 
of mind which is so attracted by misleading and fragmentary 
retrospection concerning federal control as to be drawn away 
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from a study with due perspective and balance of the great ques- 
tion as to how many billion dollars it is going to cost to operate 
the railroads in the future. 

But while the state of mind has not been favorable to an analy- 
sis bringing out the real bearing of existing conditions upon the 
prospective cost of railroad operations, an equally great difficulty 
confronts us on account of the facts themselves, since they in- 
volve so many fluctuations as almost to defy intelligent com- 
parison of railroad operations. Prior to the war it was possible 
to make very useful comparison of results month by month with 
the corresponding month of the preceding years. But this has 
become largely impracticable at present, and indeed the compari- 
son of one year with another is so affected by sudden and funda- 
mental changes largely influencing operating costs that the util- 
ity of the comparisons is seriously impaired. A brief mention of 
some of these abnormal fluctuations in the facts will emphasize 
this point. 

In 1918 the following were a few of the unprecedented con- 
ditions tending to upset general comparison with preceding years 
and also with subsequent years: 

1. The year began with the most extraordinary congestion of 
railroad traffic, accumulated in the preceding year, which had 
ever been known up to that time. 

2. During the first three months the country had the severest 
winter weather it had ever known. 

3. In May there was a general increase in railroad wages, 
retroactive to January 1, estimated to involve $360,000,000 per 
year, and the basic eight hour day was extended to all employees 
not theretofore enjoying it. 

4. In June there was an increase of about 28 per cent in 
freight rates and an increase (averaging about 18 per cent) to 
three cents per mile in passenger rates. 

5. In July there was a general increase in wages of the shop 
crafts retroactive to January 1, and time and a half was allowed 
after eight hours and for all work on Sundays and holidays. These 
changes involved an estimated increase of about $209,000,000 per 
year. In December instruction was given to establish the hourly 
basis instead of the piecework basis whenever a substantial ma- 
jority of the shop employees should so desire, and piecework was 
accordingly eliminated, the elimination being completed in most 
instances on or before February 1, 1919. (In estimating the 
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effect of piecework, it is important to remember that prior to 
the war some of the successful railroads had little, if any, piece- 
work in their shops and many others used it for only a compara- 
tively small part of their shop work.) 

6. Effective in September, there was a general readjustment 
of wages of clerks and of maintenance of way employees (pro rata 
overtime for the ninth and tenth hours and time and a half after 
the tenth hour being allowed), involving an estimated increase of 
about $190,000,000 per year. 

7. The Armistice came in November and started one of the 
most acute slumps in business the country had ever known up to 
that time. 

8. In December there was a general readjustment in the wages 
of the telegraphers and station agents, retroactive to October 1 
(time and a half being allowed after eight hours), involving an 
estimated increase of about $25,000,000 per year. 

In 1919 the following were some of the principal conditions 
rendering comparisons exceedingly difficult : 

1. The slump in business became more acute and lasted 
throughout the first six months of the year, reducing revenues 
far more than expenses could be reduced. 

2. In March there was a readjustment in wages of train and 
engine men, retroactive to January 1, 1919, and time and a half 
after eight hours was allowed to train and engine men in yard 
service. These changes were estimated to involve about $60,000,- 
000 per year. 

3. In March the Senate adjourned without passing the rail- 
road appropriation, greatly intensifying the operating embarrass- 
ments growing out of the slump in business. 

4. In August there was an unauthorized strike of shop men 
and enginehouse men in many parts of the country seriously inter- 
ferring with maintenance and also with the handling of traffic, 
which was then rapidly increasing. 

5. In September there was a readjustment of wages of the 
shop crafts retroactive to May 1, estimated to involve about 
$50,000,000 per year. 

6. Beginning November 1, there was the first nationwide bitu- 
minous coal miners’ strike, which almost paralyzed business for 
about seven weeks and dislocated the distribution of coal cars and 
upset the distribution of coal and the prices of railroad fuel for 
several months. 


} 


The Railroad Situation 101 


7. In December the train and engine men were allowed time 
and a half for overtime in road freight service, at the same time 
numerous arbitrary allowances in their favor being eliminated, 
the net cost being estimated to be about $38,000,000 per year; 
and time and a half for overtime after eight hours was allowed 
for clerks, and for maintenance of way employees, the cost being 
estimated to be about $25,000,000 per year. 

In the year 1920, some of the principal conditions disturbing 
the reliability of comparisons were the following: 

1. The months of January and February, and to some extent 
March, were characterized by exceedingly severe weather, nearly 
as bad in some places as the weather two years before. 

2. In April, one month after the resumption of private con- 
trol, the unauthorized switchmen’s strike began, with the result 
that there was produced probably the most acute transportation 
crisis that ever confronted the country. The crisis was so acute 
that the railroads had to call on the Interstate Commerce Com- 
mission to unify again their transportation operations to the 
extent necessary to handle the traffic, and under the direction and 
control of the Commission the railroads responded to the crisis 
and performed a most effective transportation service, but at 
heavy cost, this partly accounting for the increase in the cost of 
transportation in 1920 as compared with 1919, the increase being 
over $700,000,000 or nearly 33 per cent. 

3. Effective May 1, 1920, came the increase in wages, which 
was ordered by the newly created Labor Board for all classes of 
railroad employees, and which has been variously estimated at 
from $618,000,000 to $800,000,000 per year. 

4. Effective September 1, 1920, came the increases of 25, 35, 
and 40 per cent in freight rates, according to territory, and 
of 20 per cent in passenger rates. 

5. In the late fall of 1920 there began an extraordinary 
slump in business, even more pronounced than that in 1919. 

Coming to 1921, we find the following among the principal 
conditions making comparisons exceedingly difficult : 

1. The continuance of the slump in business throughout the 
year. 

2. A reduction effective July 1 in wages so as to cut off 
approximately half of the heavy increase in wages which after the 


return to private control was made by the Labor Board, effective 
May 1, 1920. 
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8. We had what is probably the most unprecedented curtail- 
ment of maintenance which the railroads of the country have ever 
seen. It does not seem practicable now to estimate how much 
maintenance has been postponed or how much operating expenses 
will have to be increased in the future in order to make up for 
the maintenance which the railroad companies have deferred on 
account of the slump in business. Any inference from the reduction 
in operating cost or in the number of employees or in the number 
of hours of work paid for must be made with the clear realization 
that much of the reduction has been due simply to the postpone- 
ment of necessary maintenance work. 

In view of such kaleidoscopic railroad conditions in the last 
four years, it is far more difficult than ever to form an idea as to 
the railroad situation. The factors have been abnormal, rapidly 
fluctuating, and almost hopelessly beclouding. In other words, 
the railroad business is not exempt from the period of storm, 
stress, and uncertainty which afflicts the whole world as a result 
of the war and which makes it so difficult to see the way ahead. 

The statement I have just given of exceptional conditions in 
the four years 1918 to 1921 helps to explain in part, but of 
course is too general and incomplete to explain in full, the extra- 
ordinary results of railroad operations which I am going to give 
in round figures for Class I roads for those four years. I take 
the figures for the three complete years 1918, 1919, and 1920 
from Table 19 of the testimony given by Mr. L. E. Wettling on 
behalf of the Railroad Executives before the Senate Committee 
on Interstate Commerce in June, 1921. Mr. Wettling explained 
that in this table he excluded from the figures of 1920 $64,500- 
000 of back mail pay received in that year and distributed the 
same to the preceding years to which it pertained. I give the 
results in round sums: 


REVENUES 


5,171,700,000 

OPERATING EXPENSES 


? 
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Net Operatinc Income 


(After deducting tazes, hire of equipment, joint facility 
rents, etc.) 


It may be borne in mind that in the “test period,” i. e., the 
three years ending June 30, 1917, the net operating income of the 
Class I railroads approximated $900,000,000. 

I take the figures for the available ten months of 1921 (end- 
ing with October) and the figures for the corresponding months 
of the year 1920 from the Interstate Commerce Comission’s Bul- 
letin for October, 1921.’ 


OPERATING REVENUES 


OpERATING EXPENsSEs 


Net Operatine Income 


(After deducting taxes, hire of equipment, joint facilities, 
rents, etc.) 
In considering this 10 months period, it is particularly im- 

portant to bear in mind the great reduction in maintenance ex- 
penses. The totals of maintenance of way and structures and 
of equipment of these 10 months periods were as follows :’ 


Decrease in 10 Months of 1921........ $ 473,269,000 


In view of such results during the last four years and of the 
extraordinary and fluctuating conditions I have mentioned, as 


‘Mr. Wettling’s Table 19 does not include switching and terminal companies. 
The Interstate Commerce Commission’s figures for the 10 months of 1920 and 
1921 include 16 switching and terminal companies, but it is assumed that 


difference does not substantially impair the usefulness of the figures in this 
connection. 
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well as others not mentioned, and some of which doubtless have 
not been adequately investigated, the effort to forecast the future 
on the basis of the present railroad situation is almost hopelessly 
bafflling. 

Of course, a fundamental condition of railroad prosperity is 
the enjoyment of adequate traffic, and we know that business has 
been throughout the year 1921, and still is, substantially below 
normal. The change in rates September 1, 1920, makes it exceed- 
ingly difficult to deduce from the operating revenues the change 
in the volume of business. But the freight loading is more sug- 
gestive. Throughout 1921, almost without exception, the freight 
loaded per week has been at least from 100,000 to 150,000 car- 
loads less than in the corresponding weeks of 1920. The average 
decrease has been perhaps 12 or 14 per cent for the year. For 
two weeks in October, 1921, the loading approached within 
50,000 carloads of last year, but then began to drop and has kept 
about 100,000 carloads per week below the rapidly dropping 
traffic of last year. Indeed in recent weeks the loading has been 
less than it was in corresponding weeks of 1919 during the coal 
strike or in 1918 following the Armistice. It seems a reasonably 
safe assumption that a return of railroad prosperity cannot be 
expected until there shall be a substantial increase in the volume 
of traffic, and that meantime every practicable economy is im- 
perative. 

But even with a return to normal traffic the greatest concern 
must continue to be felt as to the operating expenses, and this 
is particularly true because of the strong pressure which will 
continue to be manifested for the reduction of rates. 

A comprehensive and impartial study of the probable cost 
of operation on the basis of the factors as they now exist would 
contribute greatly to an understanding of the railroad situation. 
I hope that the Interstate Commerce Commission will have occa- 
sion to consider the practicability and advisability of undertak- 
ing such a study for the Class I Railroads in connection with the 
pending general rate investigation. Such a study should, of course, 
allow for the savings estimated to result from the modifications 
which the Labor Board is making in the rules and working con- 

20On the assumption that the sum of $64,500,000 back mail pay which Mr. 
Wettling eliminated from the figures of 1920 was included in the first 10 
months of 1920, it would follow that upon the elimination of that sum there 


would be shown a deficit for the first 10 months of 1920 of approximately 
$58,500,000. 
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ditions, and should also allow for a normal and proper program 
for maintenance, both of way and structures and of equipment. 
While no such study could be conclusive, it would substantially 
clarify the present state of knowledge on the subject. 

I believe such a study would be exceedingly useful, although 
its effect may later be modified by the results of the current ef- 
forts by the railroad companies to secure further reductions in 
wages. Doubtless these efforts will eventually go to the Labor 
Board for decision. But even if the Labor Board should decide 
in favor of substantial wage reductions, I do not believe such a 
decision will be a solution of the great problem of heavy operat- 
ing cost, because I have no doubt that wages of railroad em- 
ployees, even after any probable reduction, and also the cost of 
fuel and other supplies and materials, will still be very much 
above the prewar level, and the railroad companies and the public 
will still be confronted with the necessity of finding new ways to 
reduce the cost of operation. 

In considering the present railroad operating cost, it is im- 
portant to remember that the heavy increase in labor cost is 
probably particularly burdensome in the maintenance work and 
in the terminal part of transportation work, and it seems to be 
these very branches of railroad operating cost where less progress 
has been made in developing labor saving methods, and where 
additional basic statistics would be most useful. 

Indeed the question arises whether sufficient attention has been 
paid to the problems of securing both as to terminal service 
and as to maintenance service the maximum output for the ex- 
penditure made. Great stress has been placed by railroad mana- 
gers and by the public on the increased efficiency obtained from 
increasing the trainload. It is, of course, true that an increase in 
the trainload tends to obtain more ton miles for the material 
and labor expended directly or indirectly in the hauling of the 
train. But a mere increase in the trainload does not secure in 
return for the material and labor expended in terminal and main- 
tenance work more units of terminal service or of maintenance 
service. I believe that the present railroad situation demands, 
especially in view of the substantial increase in the cost of labor, 
that there should be concentrated upon terminal work and upon 
maintenance work an amount of attention corresponding to that 
which has been concentrated in the past on increasing the train- 
load, both in ascertaining and analyzing the facts as to existing 
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methods and results and in devising ways and means to secure 
improved results. If we assume that the cost of transportation 
absorbs about 50 per cent of the total operating cost, probably 
two-fifths thereof should be attributed to the terminal cost as dis- 
tinguished from the road cost, and if so, about 20 per cent of the 
total operating expenses should be regarded as representing 
terminal expenses. If then we assume that the maintenance of 
equipment and maintenance of way and structures together absorb 
about 45 per cent of the total operating cost, it follows (and these 
percentages are purely tentative and suggestive) that about 65 
per cent of the total operating cost relates to terminal and main- 
tenance work and only about 30 per cent relates to road trans- 
portation. It is true that the favorable influence of improvement 
in the trainload is not confined to the 30 per cent representing 
road transportation cost, but tends also to diminish the cost per 
ton mile of the terminal and maintenance work (unless—and this 
is a point which may be overlooked at times—the increase in the 
trainload leads to an offsetting increase in the terminal of main- 
tenance cost). But it is also true that it is of supreme impor- 
tance that new methods be devised to the end that the necessary 
maintenance and terminal work, now costing approximately 65 
per cent of the total operating expenses, shall be obtained more 
economically. 

But however much may be secured through operating econo- 
mies of the sort I have mentioned, I am convinced that the peo- 
ple of this country will insist also on additional economies being 
secured through the greater unification of railroad facilities. I 
do not believe the public is going to be willing to pay the price 
involved in maintaining so many different railroad companies, 
so many different terminal organizations, and so many different 
ownerships of railroad equipment. The public is going to realize 
by degrees that, without sacrificing anything of real value in a 
competitive way, it can save an important part of the heavy cost 
of railroad operation by forcing further unifications. 

The Transportation Act of 1920 provides that the Interstate 
Commerce Commission shall adopt a plan for voluntary con- 
solidation of the railroads. I believe this is a useful first step, 
but I believe that eventually there will probably have to be a 
compulsory consolidation into a few large systems. Meanwhile 
I believe that the terminals ought to be more fully consolidated 
and that there ought to be speedily developed a plan for the 
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common ownership of freight cars, and I believe that methods can 
and should be found for overcoming the admitted difficulties in 
the way. 

To recapitulate my impressions as to the present railroad 
situation, the difficulties of accurate appraisal are far greater now 
than ever before in our history, but it is safe to conclude that, 
even with a normal traffic ways must be found to reduce the heavy 
operating costs so as to reduce rates and still leave the railroads 
with an adequate return and the opportunity to build up adequate 
reserves. The new operating burdens which confront the rail- 
roads must be met by new remedies, and I believe these remedies 
will be partly found if as much attention and planning are con- 
centrated upon terminal work and maintenance work as have 
heretofore been concentrated on increasing the trainload. I 
believe further that a highly important part of these economies 
can and must be found in the consolidation of terminals, the com- 
mon ownership of freight cars, and eventually in the consolida- 
tion of the railroads themselves into a very small number of large 
systems. 
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THE CORE OF THE RAILROAD PROBLEM 


By Locan G. McPHERson 
New York City 
It was President Hollander’s desire that this discussion be 
specific in its treatment of the present realities of the railroad 
problem. There are phases of the railroad problem which come 
and go so rapidly that it is difficult even for the press to keep 


abreast of them. In recent months such phases have been the 
relinquishment of the operation of the railroads by the govern- 
ment, the governmental guarantee succeeding the relinquishment, 


the funding of the railroad indebtedness, the proposal that the 
government sell securities to obtain funds for transfer to the 
railroads, the car shortage, the increase in wages, the increase in 
rates, the reduction in rates, the reduction in wages coincident 
with the threat of a nation-wide strike. These passing phases are 
as the waves to which the winds and the currents give rise. The 
winds and the currents are the realities all of the time and 
therefore the realities of the present at any time that may be 
present. 

Among the definitions of “reality” in the Oxford dictionary is 
this: “Real existence,—that which underlies and is the truth of 
appearance or phenomena—That which constitutes the actual 
thing as distinguished from what is merely apparent or external.” 

In accordance with this definition the underlying reality of 
the railroad problem is in the fact that the ultimate purpose of 
the railroads is to serve, protect, and promote the industry and 
commerce of the United States, and thus to conduce to the mate- 
rial welfare of the people of the United States. The degree in 
which this purpose is served largely depends upon the adjustment 
between the current of the receipts and the current of the expend- 
iture of the railroads which are ever played upon by the winds 
arising from the varying interrelations between the supply of 
and demand for all that the railroads transport. There ought to 
be the adjustment, leading in the greatest attainable degree to the 
continuous fulfillment of this ultimate purpose, between that 
which is received by the railroads from the sale of transportation 
and that which they pay for its provision. This includes that 
adjustment which will enable the necessary extension of their facil- 
ities to meet the requirements of an increasing industry and 
commerce. And there ought to be established the conditions 
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which give incentive to the utmost efficiency in the utilization of 
all which is applied in providing transportation. That is the 
railroad problem. 

The predicament in which the railroads have been for many 
years is due to the lack of such adjustment, and to the fact that 
their efficiency has been impaired by conditions they are strug- 
gling to overcome. The principal causes which have acted during 
the past twenty years to bring about this predicament are found 
in a long series of contentions, which in the main were settled not 
in recognition of the principles which must be observed if the 
ultimate purpose of the railroads is to be upheld, but to quiet 
popular clamor instigated by those who sought to promote their 
own interests to the neglect of the protection of the railroads. 

An extending belief that the railroads, instead of being ever- 
lastingly censured and harassed, ought to be placed under condi- 
tions which will enable them to serve their purpose, led to the 
enactment of the Transportation Act of 1920. This act recog- 
nizes the necessity for the railroads to have a net operating 
income, a surplus of receipts over expenditures. In this respect 
it is a distinct advance over previous railroad legislation. It 
stipulates that the annual net railway operating income, as nearly 
as may be, shall be a fair return upon the fair value of the rail- 
way property. It provides that for the two years beginning 
March 1, 1920, such fair return should be equal to five and one- 
half per centum of such fair value, but that the Interstate Com- 
merce Commission might at its discretion add thereto a sum not 
exceeding one-half of one per centum of such fair value. At the 
expiration of the two years the Commission is authorized to deter- 
mine from time to time the percentage which will constitute a fair 
return. It evidently is the intent of the Transportation Act 
that the service of the railroads is to be provided by receipts from 
the sale of transportation, not in any degree by taxation. 

If the railroads are maintained by the receipts derived from the 
sale of transportation, the cost of providing the service tends to 
be diffused among the people in proportion to the benefits they 
derive, the cost of transportation is included in the prices paid 
for all which they use and consume. If the railroads are main- 
tained by taxation the cost tends to be diffused in disproportion. 
To the extent that deficits are paid from taxation they tend to 
be diffused in disproportion. 

During these two years the net railway operating income has 
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not equalled the specified five and one-half per centum. In 1920 
the railroads had the greatest traffic and the greatest gross 
revenue from the sale of transportation in their history. Their 
operating expenses were also the greatest in their history, so 
high that their net operating income was equivalent to only one- 
tenth of one per cent of their property investment. This was 
notwithstanding that in 1920 the railroads produced 21 per cent 
more revenue ton miles with approximately 2 per cent increase in 
freight train miles, and 39 per cent more passenger miles with 
fewer train miles than in 1916, the year before the operation of 
the railroads was taken over by the government. For 1916 the 
net operating income was equivalent to a fraction less than 6 per 
cent on the property investment. 

These two years have been a period of readjustment attended 
with abnormal conditions which the nations are endeavoring to 
remove in order that the normal processes of industry and com- 
merce may be restored. The two years expire March 1, 1922. 
Then under the Transportation Act it will be the duty of the 
Commission to determine the percentage of the aggregate value 
of the property of the carriers which will constitute a fair return, 
and so to adjust rates that their net railway operating income 
shall at least be equal to such percentage. That is, on the first 
of the coming March the Interstate Commerce Commission is to 
determine what shall be a fair reward to the railroads for provid- 
ing the service of transportation and to adjust railroad rates in 
order that they may receive that reward. This determination of 
the Commission will involve, not the disposition of earnings re- 
ceived but an estimate of the future. If the estimate is not 
verified and the net operating income falls short of the percentage, 
there is no way in which the railroads can recuperate the loss. 
This is a reality of the transportation problem of first and fore- 
most importance. 

The Commission is directed to determine the fair value of the 
property of a carrier and of the carriers under the provisions of 
the Valuation Act signed by the President March 1, 1913, which 
is incorporated in the Interstate Commerce Law as Section 19-a. 
It does not need to be pointed out to a body of economists that 
the value of a thing is not what it costs but what can be obtained 
for it at the time of sale; that the value of that utilized by an 
organization engaged in production is not determined by its cost 
but by the return derived from the sale of utilities produced by 
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means of the utilization. Value is the price obtained at time of 
sale or the price which could be obtained in case of sale. Prices 
in the normal course of industry and commerce are determined by 
interrelations between supply and demand. The value of a busi- 
ness organization to its customers is determined by the things and 
services they buy from it, that is, by its serviceability to them, 
and this is indicated by the prices they pay. Its value to its em- 
ployees is determined by what they receive for what they sell to it, 
that is, by the wages, the prices paid to them for the effort they 
exert in its behalf. Its value to those from whom it buys ma- 
terials and supplies is determined by what they receive for what 
they sell, that is, by the prices paid for them. Its value to its 
bondholders depends upon what they receive for what they sell, 
that is, upon the interest, the price paid for the use of capital 
provided by them. Its value to its stockholders depends upon 
what they receive for the proprietary investment made by them. 
This is profit in the form of net income whether paid to them in 
dividends or retained as surplus. The degree of value to the 
stockholder depends upon the degree in which the total expenses 
of production are kept below the total receipts from the sale of 
that produced. 

To determine the valuation of a railroad company is not to 
arrive at the cost of its physical assets or the price at which those 
physical assets could be replaced. The cost of such assets may 
have been greater or less at one time than at another; it may cost 
more or less to replace them at one time than at another. A 
railroad company is seldom sold and bought in its entirety, but 
its value is reflected in the value of its stocks and bonds; that is, 
in the prices they will bring at the time of sale. This valuation 
in actual practice is the result of the judgment of all effective 
buyers and sellers as to the benefits they believe may be derived 
from selling them or buying them. These prices are indicated 
by the market quotations which vary from time to time, even 
from day to day, as these judgments vary. These various judg- 
ments of buyers and sellers are determined mainly by the net 
earnings of a corporation and by the estimates of the probability 
of their continuance, of their increase or decrease. Therefore, as 
value is determined by what is received or what can be received and 
not by what has been paid, the sense in which the terms “value” 
and “valuation” are used in the Valuation Act and in all of the 
discussion and procedure to which that Act has given rise, is in 
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the sense of placing the cart before the horse. After much dis- 
cussion and experiment the procedure under the Valuation Act was 
devoted virtually entirely to the endeavor to ascertain the cost of 
reproduction new, or the cost of reproduction less depreciation, 
of the property, that is, of the physical assets of a carrier. The 
Commission has allowed an addition of seven and one-half per 
centum to this cost for appreciation due to the codrdination of 
the physical assets and the serviceability of a railroad company 
as a going concern. ‘The total thus ascertained has been des- 
ignated the value of a railroad company. 

As the physical assets of a railroad company are indispensable 
to the performance of its service, it follows as a matter of course 
that those who provide the capital necessary to their acquirement 
must receive adequate reward for the utilization of that capital; 
and it follows that the railroads must offer adequate reward for 
the additional capital requisite to the extension of their facilities 
for the increased provision of transportation. For the latter 
purpose the Transportation Act authorizes the Commission in its 
discretion to allow a carrier a sum not exceeding one-half of one 
per centum of the fair value of its property in addition to the 
fair return accorded as the reward for the use of the property. 

The percentage to be allowed as a reward for the use of capital 
and as provision for the extension of facilities constitutes the net 
railway operating income of a railroad company. This is the 
proportion of the receipts derived from the sale of transportation 
which remains after the current expenses, the running expenses 
for providing transportation, have been met. These running ex- 
penses include wages and salaries and the cost of materials and 
supplies. Those who pay for the service of transportation must 
pay a total constituted of expenses incurred for wages and sala- 
ries, for materials and supplies, for repairs to and renewal of 
physical assets, and sufficient in addition to yield the specified 
net railway operating income. 

Although it presumably is the intent of the Transportation 
Act that the railroads shall to the utmost attainable degree serve, 
protect, and promote the commerce of the United States, and there 
are certain provisions which evidently are intended to have that 
effect, nowhere in the Transportation Act nor in the Interstate 
Commerce Law as a whole is that purpose specifically stated. 
Reference to railroad rates is made in such terms as fair, just, 
and reasonable; and it is held that there ought to be honest, 
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efficient, and economical management. Nowhere is there a cri- 
terion of the fairness, justness, and reasonableness of a rate nor 
of efficiency and economy of management. 

For many years it was the tendency of legislatures and com- 
missions to compel the railroads to charge rates which would 
allow the greatest number of competing producers and shippers 
to compete. This tended to subvert the justification for competi- 
tion itself, and to reduce that which the railroads received in 
relation to the service performed. When railroad rates are so 
adjusted that the less efficient producers of utilities of any kind 
are enabled to continue to supply part of the demand which other- 
wise would be supplied at prices as low by more efficient producers, 
there is utilized in their production the effort of a greater number 
of persons than is necessary and of a greater proportion of capi- 
tal than is requisite. The burden falls in large measure upon the 
railroads. They are compelled to do more work than they ought 
to do. This means an unnecessary employment of capital and 
of effort by the railroads, and they receive less than they ought 
to receive for the work they do. This has conspicuously been 
the case in the bituminous coal industry, which provides a large 
proportion of the traffic of the railroads. It has been easy to 
open a bituminous coal mine in this country. New operators 
have demanded an allottment of the cars supplied by the railroad 
companies. Railroad commissions have compelled compliance with 
their requests notwithstanding that existing mines were more than 
adequate to supply the demand. The result has been loss, waste, 
lack of continuous employment, and continual disturbance in the 
industry. It is authoritatively and conservatively estimated that 
the mechanical capacity of the bituminous coal mines in this 
country is at least 75 per cent greater than requisite to supply 
the demand, that the working capacity including the effort of the 
miners and other employees is at least 50 per cent greater than 
requisite to supply the demand. 

For many years it was the tendency of legislatures, commis- 
sions, and boards to compel the railroads to increase the wages of 
their employees and to increase the number of their employees 
beyond that requisite for the efficient performance of the service. 
This tended to increase the costs of performing the service in 
relation to the service performed. Ground between the upper 
and the nether millstones, the revenue of the railroads became in- 
adequate. The difficulty was enhanced under the governmental 
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control of the railroads during the war. Wages were advanced 
time and again, the working conditions of employees were made 
easier and the number of employees was multiplied. Commen- 
surate advances were not made in rates, the governmental author- 
ities preferring to pay the deficits from taxation. 

The Transportation Act without specifying a definite criterion 
for expenses endeavors to provide adequate revenue for the rail- 
roads through that adjustment of rates which will enable them to 
pay their running expenses and to obtain a specified net railway 
operating income. That this is putting the cart before the horse 
is demonstrated by the effect of the increased rates accorded 
after the Transportation Act was enacted. Not only did the 
increased rates not yield to the railroads the specified net rail- 
way operating income, but their tendency was to retard instead 
of to promote the industry and commerce of the country. 

It happened that just as the preparation of this paper reached 
this point the Interstate Commerce Commission, in an order mak- 
ing a radical reduction in the rates on hay and grain, declared 
in effect that railroad rates should be so adjusted as best to serve 
industry and commerce, and that it was the duty of the railroads 
from the receipts derived from the sale of transportation at such 
rates to provide their service and to provide the facilities for 
increasing their service. This is putting the horse before the 
cart where it belongs. The first and foremost reality of the 
transportation problem is the need to keep the horse and cart 
moving under the conditions which best serve the industry and 
commerce of the United States and therefore best serve the ma- 
terial welfare of the people of the United States. When the 
horse and cart are thus kept moving the railroads will have 
emerged from their predicament, the transportation problem will 
have been solved. 

To this end there must be the application of certain elementary 
principles of economics. It might seem superflous or worse to 
indulge in the expression of such principles before a body of pro- 
fessional economists were it not that their application has been 
woefully neglected and that the principles themselves are not 
generally understood. Moreover, when important conclusions are 
drawn the premises ought to be clearly stated. Economic theory 
ought to embody economic principles of practical application; 
otherwise it is useless. The justification of the economist is in the 
ascertainment and elucidation of such principles. Through long 
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practical experience there was painfully borne in upon me in all 
of the disputes concerning the railroads not only the absence of 
recognition of underlying principles, but the absence of such prin- 
ciples themselves. 

The following fundamental propositions are advanced as tru- 
isms. ‘They are advanced in the hope that they are given that 
coérdinated and synthetized expression which adapts them for 
practical application in the economic activity which is interwoven 
throughout all production, buying, and selling. 

The processes of producing the utilities which individuals use 
and consume, the utilities in the forms of matter requisite to the 
maintenance of human existence, to the manifestation of human 
activity in whatever field, are effected at this time in the main 
by organizations of employer and employees. They apply pro- 
ductive force in unending ramification in the successive processes 
of producing substance, of transforming it into the utilities we 
use and consume, and into the instruments of production utilized 
in that transformation. Throughout all of the stages and pro- 
cesses in which there is the ramification of productive force there 
is the ramification of the service of the railroads due to the 
productive force applied by them. The charges paid for the 
service of transportation enter into the costs of production at 
every stage and process from which emerge the final utilities which 
all persons use and consume. The final buyers of final utilities 
for the use and consumption of the entire population thus pay 
for all of the costs of their production, including the costs of 
transportation. The service of the railroads is of a piece with 
the service of all industry and commerce. 

In all of the stages and processes of production are utilized 
land, instruments of production, and human effort. The utiliza- 
tion of these factors constitutes the application of productive 
force. There cannot be more of utilities used and consumed by 
the entire population than emerge from the processes of pro- 
duction. The greater the volume of utilities of any kind and 
quality produced in relation to the productive force applied, the 
greater the number of persons whose wants for utilities of that 
kind can be met. The greater the volume of utilities of any 
kind produced in relation to the productive force applied, the 
more there will be of productive force available for the production 
of utilities of other kinds. Therefore, the greater the volumes 
in which utilities of the various kinds are produced in due relation 
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to the demand, and in relation to the productive force applied, 
the greater will be the volumes and the varieties of utilities to 
meet the wants of the entire population. 

The lower the cost at which utilities are produced, the lower 
the prices at which they can be sold. The fewer the dollars ex- 
pended in production, the greater the measures of utilities that 
dollars will buy. As the volumes and varieties of utilities pro- 
duced increase in relation to the entire population, they increase 
in relation to the number of those applying effort in their pro- 
duction. Competition between employers for the sale of the 
larger volumes of utilities produced compels them to sell at prices 
that extend their sales. As production thus increases and ex- 
tends, competition between employers for the effort requisite to 
continued production compels the payment of wages which enable 
employees to extend their purchases. The fewer the dollars ex- 
pended in production and the greater the volumes and varieties of 
utilities produced, the greater the measures of utilities that can 
be bought with the dollars all persons receive. 

If more is paid for any factor utilized in production than the 
price at which that factor could be obtained under conditions 
which promote its wholesome preservation and efficient utilization, 
the costs of production have been unduly increased. Moreover, 
if higher wages are paid to employees engaged in any process of 
production, buying and selling, including the provision of trans- 
portation, than those at which employees of equal serviceability 
could be secured, the latter will be deprived of the opportunity 
for which they are capable, and may be obliged to take other 
employment at still lower wages. If the prices of utilities of 
various kinds are unduly increased by the payment of such unduly 
high wages, all of those who buy such utilities, including the em- 
ployees engaged in their production, will have to pay higher 
prices for them. Unduly high costs of production may mean 
that unduly high prices will have to be paid or that the profit 
of producers will be unduly diminished, or both. 

It is the attainment of profit which enables the acquisition of in- 
creasing areas of land, the provision of instruments of production 
increasing in number and capacity by means of which production 
of all kinds is in vastly greater volume than otherwise would be 
possible, the production of increasing volumes of substance, its 
transformation into increasing volumes of utilities, and the pay- 
ment of wages and salaries to an increasing number of employees. 
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Thus it is by means of profit that the increasing wants of an in- 
creasing population are met, and wages are paid to the increasing 
number who must apply their efforts in the increasing production. 
Moreover, it is the attainment of profit from the sale of utilities 
produced which enables the production of utilities of other kinds 
which have not previously been produced, which enables an in- 
crease not only in the volumes but also in the varieties of utilities. 

The principles that the volumes in which utilities are produced 
should be in due proportion and in due relation, that in such 
proportion and relation they should be produced in the greatest 
practicable volumes in relation to the force applied under the 
conditions which promote the wholesome preservation of every 
factor constituting that productive force, that with due regard 
to these conditions no higher price be paid for any factor utilized 
than the price at which that factor could be obtained under fair 
competition, and that there be increasing production to meet in- 
creasing wants, are applicable toward the solution of virtually 
every problem that besets industry and commerce today. Their 
application with exactitude may be exceedingly difficult, but their 
universal recognition would tend toward their application in the 
fullest attainable degree. They are applicable in the working of 
the railroads and in the inter-working of the railroads with all 
of the stages and processes of production, buying, and selling. 
That is, there must not only be the relation between that which is 
paid to the railroads and that which is paid by the railroads 
which will conduce to the observance of these principles, but there 
also must be the relation between the receipts and expenditures of 
the railroads and the receipts and expenditures of all other 
business organizations which will so conduce. The degree in 
which the administration and management of a railroad conduces 
to this observance is the criterion of economy and efficiency in 
operation. The degree in which a railroad rate conduces to this 
observance is the criterion of the justness, fairness, and reason- 
ableness of a railroad rate. 

One fact is of preéminent importance. It is not alone the 
physical assets which conduce to the serviceability of a railroad 
company. Of equal if not greater importance is the efficiency 
with which these assets are utilized. For example, if the move- 
ment of cars and locomotives in the conveyance of freight be 
doubled, double the volume of transportation is provided with the 
same volume of physical assets. If the reward of the railroads 
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be restricted to a specified percentage of the so-called value of 
the physical assets, there will be the temptation to invest addi- 
tional capital in the augmentation of physical assets instead of 
the incentive to make the most efficient utilization of the physical 
assets in which capital has been invested. 

The overwhelming importance of the transportation service to 
all of the people of the United States is alone sufficient justifica- 
tion for its regulation by the government. Regulation in one 
sense means to preserve order; in another sense it means to 
manage. The government of this country has come more and 
more to take a greater share in the administration and manage- 
ment of the railroads instead of confining its regulation to bring- 
ing to light, punishing, and preventing the repetition of evils and 
abuses in their administration. It has appointed board after 
board, commission after commission, according them authority 
which has impaired the authority of those charged with the admin- 
istration of the railroads for the results of whose operations they 
are responsible. The railroad legislation of this country has 
compelled the railroads to do many things which they ought to 
have done themselves, and it has enabled them to do many things 
which they struggled in vain against popular antagonism in order 
to do themselves. At the same time it has advanced in that 
bureaucratic control which impairs efficiency and retards prog- 
ress. 

The Transportation Act has been designated as a bill providing 


for the return of the railroads to private ownership. In truth, it 


subjects the railroads to a greater degree of governmental control 
than ever before. ‘The Interstate Commerce Commission is vested 
with virtually absolute power to fix the rates upon which the 
earnings of the railroads depend; a railroad labor board has been 
given a high degree of authority in the adjustment of wages, 
which are the principal item in the expenses of the railroads. The 
Commission has been given authority over the issue of securities 
and the return that shall be received upon capital invested in 
those securities. It has been given authority over the extension 
and construction of new lines. It obliges railroads which have 
earned more than a stipulated return to pay a portion of the 
surplus to the government from which the Commission may make 
loans to other railroads, and thus to an extent the Commission 
becomes a banker for the railroads. All of this authority has 
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been vested in a body of eleven men with headquarters in Wash- 
ington. 

There have been many evils and abuses in railroad administra- 
tion and management, but when those charged with their admin- 
istration and their management had initiative and incentive the 
railroads of the United States admittedly were the best and their 
rates the lowest of those of any nation, and the traffic increased 
by leaps and bounds. There have been seeming evils and abuses 
that were no more than the growing pains of progress. Govern- 
mental administration of business activity nearly always tends to 
the level of mediocrity or worse. In that the Transportation Act 
brings more of government into the business of the railroads, it 
contravenes the slogan of the present national administration that 
there should be more of business in government and less of govern- 
ment in business. 

The railroads are under obligation so to perform the service 
of transportation that it will conduce in the greatest degree to 
the general welfare. It follows that the people are under obliga- 
tion to promote the conditions under which that service may 
be so performed. Such expressions as “The railroads and the 
people” and “The railroads and the public” ought to be taboo. 
The railroads are “of the people, by the people, for the people.” 
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A. M. Saxotsx1.—It is almost as difficult for me to discuss the 
papers of Mr. Hines and Mr. McPherson as it is to appraise the 
present railroad situation. Mr. Hines’s excellent review of railroad 
history during the four years and his concise statement of proposed 
remedies are so clearly drawn that they leave room for little argument. 
It happens that the principal remedies proposed by Mr. Hines— 
namely, the improvement of maintenance service and greater coépera- 
tion in the use of railroad facilities—have already been pointed out 
by me on a previous occasion. It seems obvious, as Mr. Hines makes 
plain, that further railroad economies cannot be effectively derived 
from additional wage reductions. Labor should not be made to 
bear the brunt of economies, since further wage reductions are likely 
to intensify the present unfriendly attitude of railroad workers toward 
their employers; this will lead to inefficiency. Almost all classes of 
railroad labor have a dual allegiance, that is, their allegiance to the 
union and their allegiance to the employing company. The tendency 
in recent years has been to intensify union loyalty at the expense of 
the company loyalty. 

Though it seems to be poor policy for the railroads to enforce 
further wage reductions, it is highly imperative that the obnoxious 
union restrictions on efficiency and economy in operations be abolish- 
ed. This would do away with many of the so-called shop rules, labor 
classifications, and other petty annoyances created and enforced dur- 
ing the period of union domination of railroad labor. The Labor 
Board will have its hands full for many months in handling contro- 
versies arising from these so-called union rules. The present contro- 
versy of the Pennsylvania Company with the Labor Board is but a 
forerunner of many other similar controversies. 

Mr. Hines struck the nail on the head in calling attention to the 
long neglect of maintenance problems by the railroad companies. I 
had occasion, at the time of the declaration of war against Germany, 
to investigate labor conditions in car repair shops. After a few weeks 
of study, it became readily apparent that the railroad companies had 
little interest in the comforts of or the employment conditions among 
car repairers. There was thus produced gross inefficiency in this branch 
of the railroad maintenance, so that the high cost of car repairs, 
together with difficulties in effecting repairs during busy periods suffi- 
ciently rapidly to replace crippled and damaged cars, may be ascribed 
to the general neglect of the railroad companies to work out this 
problem. The recent move by some companies to farm out their car 
repairs to private concerns is probably as much due to desire for cost 
reductions as for the elimination of labor union restrictions in the shops. 
Certainly this is a favorable field for investigation. If ten years ago 
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the government had inaugurated an intensive investigation of railroad 
efficiency, instead of wasting hundreds of millions in physical valua- 
tion, the ultimate use of which is seriously questioned, the public would 
obtain the benefit through reduced freight rates resulting from lower 
operating costs. 

Regarding Mr. McPherson’s statement that the Transportation Act 
is a constructive piece of legislation, we must heartily agree. In many 
of its phases, however, it will not stand strict economic analysis. This 
was pointed out by me at the last annual meeting, and my prognosti- 
cations made then proved correct. The rate-making provision of the 
Act is certainly at variance with economic law. Yet this provision, 
which makes it mandatory on the part of the Commission to fix rates 
so that the railroads will earn a fair return on their value, had to be 
inserted in order to preserve the credit of the railroads. Without 
such a provision in the Act, railroad securities would have undergone 
a serious slump and the companies would be unable to do further 
financing. Expediency and political considerations were the deter- 
mining factors in the law, and not economic principles. Therefore, 
the rate-making provision should remain without change. 

Mr. McPherson is also correct in his statement that freight rates 
which will serve the country best are not always such rates as will 
furnish the railroads a fair return on their value. The experience of 
the last year has proven this. The result of the Commission’s rate 
adjustment has been that the rates have not benefited business, and 
have not benefited the railroads. The reason for this maladjustment 
is due to the method of increasing the general level of rates without 
regard to the changes that result thereby in individual rates. What 
is needed at the present time is a permanent commission to constantly 
study the effect of rate changes on industries. 

Mr. McPherson appears to advocate the valuing of the ralroads on 
the basis of the market prices of their securities. Though physical 
valuation has proven ineffective and wasteful and is likely to assist 
very little in the problem of rate regulation, a valuation based upon 
current market quotations of securities is likewise defective. The 
market price of any security represents the valuation placed by a 
very few buyers and very few sellers. In other words, the supply 
offered for sale at a particular time and the demand at the current 
price at that time, are important factors in fixing market value. 
Accordingly, such market value does not represent the true valuation 
of the total amount outstanding of any security. Take the example 
of Pennsylvania Railroad stock—a few hundred shares of this stock 
changes hands each day, notwithstanding the fact that the total issue 
exceeds a half billion dollars. But, can it be said that the true value 
of the Pennsylvania Railroad should be based on the market value of 
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a few hundred shares? If so, then the relative temporary position of 
security buyers and sellers will determine the valuation of railroads, 
rather than earning power or other intrinsic considerations. 

Mr. Mc Pherson, of course, hesitates to offer any constructive sug- 
gestions as to changes in the Transportation Act. One change, to 
my mind, is particularly desirable. This concerns the dual authority 
over the railroads exercised by the Labor Board on one hand and the 
Interstate Commerce Commission on the other. These commissions 
have taken opposite attitudes in the matter of adjusting wages to 
freight rates or freight rates to wages. A situation of this kind places 
the railroads between two blades of a shears, and unless there is a 
change, the railroads’ solvency is likely to be scrapped without any 
benefit to the public at large. 

One can hardly escape the conclusion that the only way to remedy 
the railroad situation is to permit the railroad companies to follow a 
vigorous policy of operating economies. Changes in the law, addi- 
tional rate hearings, and the like are of little avail. What is needed 
to save the railroads from general bankruptcy or government operation 
is unimpeded retrenchment in all operating divisions. 

Wage reductions, changes in working conditions, and adjustments 
of rates for the production of greater revenues, do not promise suf- 
ficient financial relief to the railroads. Economic wastes in railroad 
operations require elimination. American transportation has out- 
grown the system under which it now operates, and only a recognition 
of this fact will save railroad companies from government operation. 
As pointed out by Mr. Hines, a system of coérdination of services and 
facilities is required. It is not expected that there will be general 
approval of this plan by many railroad executives; but whatever action 
is finally taken, it is an undisputed fact that intensive unhampered 
economy is needed to keep the roads in a solvent condition. 

Now, let me mention some of the specific problems of economies in 
railroad operation. There are those relating to (a) standardization 
and use of equipment; (b) the joint use of shops, yards, and termi- 
nals; (c) the codperative purchase of supplies; and (d) the harmoniz- 
ing of traffic relationships. Many of these matters are already under 
the jurisdiction of the Interstate Commerce Commission, but it is 
readily apparent that a governmental agency such as the Commission, 
acting in both a judicial and executive capacity, is incapable of ade- 
quately handling these problems without the direct assistance and 
coéperation of active railroad operating officials and organizations of 
business men. 


M. O. Lorenz.—Mr. Hines has given an admirably clear review of 
recent railroad history. The most interesting thing to me about his 
paper is that he stresses the need for economies in certain directions 
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and does not have much to say about reducing wages. Assuming that 
there is large opportunity for such economies, I doubt whether they 
can be relied upon for any early pronounced reduction in the cost of 
railroad operation. It takes time to work them out. It is important, 
I think, to recognize just what the wage increases enumerated by Mr. 
Hines have meant from the standpoint of operating costs. The effect 
of these increases is now being felt. In 1915 the average earning per 
hour of all classes of railroad labor was about 27 cents; in 1916 it 
was about 28 cents; in 1917, 32 cents; in 1918, 46 cents; in 1914, 55 
cents; in 1920, 66 cents; in the first half of 1921, 69 cents. That 
was the peak. Since July 1, 1921, the average I estimate at about 
61 cents. That is an increase of 126 per cent over 1915. The pay 
roll is not far from 60 per cent of the operating expenses. It must be 
apparent that such radical increases in wages would necessarily great- 
ly increase the charges to the public regardless of any changes in the 
method of organization conceivable in the near future. These aver- 
ages are obtained by dividing the total compensation by total man- 
hours, and, hence, because of changes in the composition of the man- 
hours from year to year, are only approximately correct. 

The railroad problem presents itself to some persons as a sort of 
triangular deadlock. Rates, from this point of view, cannot be much 
reduced unless wages are reduced or traffic greatly increased, and 
traffic will not increase until rates are reduced. But I do not believe 
the great fluctuations in the volume of traffic in recent years have 
been much influenced by our freight rate policy. Traffic would 
eventually doubtless revive with the present average level of freight 
rates unchanged, assuming proper relationships between commodities. 
What is desirable is that the rate level be made stable as soon as 
possible. I do not pretend to be able to say just how much railroad 
wages should be reduced, if at all. That is for the Railroad Labor 
Board to say in the light of the evidence relating to the various 
criteria for a fair railroad wage given in the Transportation Act. A 
mere comparison of percentage increases in wages and cost of living 
is not controlling. Whatever wages are established by the Labor 
Board as reasonable can and should be paid through the rates by those 
who use transportation services. The railroad employees should not, 
under the present organization of the industry, be regarded as sharing 
in the risks of the management. The desirability of labor copartner- 
ship in railroading has been suggested, but this is still a dream. 
Railroad employees are entitled to fair wages largely regardless of the 
profits of the carriers. I do not agree with Mr. Sakolski in the 
opinion which he has just expressed that much would be gained by 
giving jurisdiction over wages to the Interstate Commerce Commis- 


— 

4 


124 American Economic Association 


sion. In expressing these opinions, I am, of course, speaking for 
myself alone and not in any official capacity. 

In connection with what Mr. Hines said about the curtailment of 
maintenance in 1921, I wish to point out that the charges for main- 
tenance in 1920 were extraordinarily high and are not to be taken 
as a standard for a proper maintenance in 1921. ‘The carriers have 
in fact in recent months expended about twice the amount spent on 
an average for the same months in the test period. Allowing for the 
difference in the cost of labor and material, and considering the sub- 
normal traffic in 1921, the cut in maintenance expenditure as com- 
pared with that for 1920 is not at all alarming, although there is 
deferred maintenance to be done before the next great revival of 
traffic. 

Turning to Mr. McPherson’s paper: I am in agreement with his 
statement of general economic principles, but I do not agree that he 
has stated the effect of government regulation of railroads with entire 
justice. Mr. McPherson states that legislation has advanced in that 
bureaucratic control which impairs efficiency and retards progress. 
Mr. McPherson says the protection of the railroads has been neglected 
in order to quiet popular clamor. There is not time to discuss this 
matter here, but I wish to say that government control has not, it 
seems to me, prevented private initiative from developing a high 
degree of efficiency in railroad operation, and has at the same time 
secured to the public the lowest possible price for transportation 
services, although, it is true, in certain periods, somewhat too low a 
price. 

The railroads are emerging from their financial difficulties with the 
machinery that has been provided by the Transportation Act. But 
there is an important feature of the Transportation Act which as yet 
has been untried, and that is the provision for recapturing a part of 
the earnings of the more prosperous corporations in excess of a given 
standard. This provision will, if it operates as intended, leave some 
incentive to private endeavor and at the same time will make it more 
probable that the public will acquiesce in liberal earnings of railroads, 
which, of course, are necessary for their proper extension and develop- 
ment; and the excess earnings recaptured could be used in strengthen- 
ing the whole transportation system. If this provision fails of its 
purpose, the result will probably be the regional or national consolida- 
tion of the railways with an extension of public control not far 
removed from government ownership. 


Juris H. Parmetes.—The value of these helpful and practical 
papers on the railway problem seems to me to lie in the emphasis 
which is laid upon the vital and fundamental importance of applying 
economic principles to the railway situation. Because sound economic 
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principles have not been so applied in the past, our problem of so 
creating and maintaining the transportation industry as best to serve 
the public has drifted along with but little intelligent effort at a 
solution. 

Mr. McPherson refers to the loose thinking that has pervaded much 
of our governmental dealings with the railways as a “putting of the 
cart before the horse”; Mr. Hines denominates it a “state of mind.” 
Whatever the phraseology, the fact remains, and I am glad to see it 
emphasized and reiterated in this body of economists, that the crying 
need of the railway industry has for years been that the regulation 
of their activities should be guided by sanity, and by the application 
of economic principles such as obtain in any other industry. 

Take for example one feature to which Mr. McPherson has refer- 
red; the problem of reaching a fair valuation of railway property. 
In some ways this is fundamental to all the other problems in the 
railway world today. Under the Federal Valuation Act of 1913, the 
Interstate Commerce Commission has for nearly nine years been 
occupied with a so-called “physical valuation” of the railways of the 
United States. The very term “physical valuation” is a misnomer, 
from an economic point of view: if a thing is valuable, it is not so 
much because it has any intrinsic value in and of itself, but solely 
because it is capable of producing something that may be utilized and 
therefore has a consumption or use value. What the Commission is 
doing is to ascertain, as accurately as the difficulty of the problem 
permits, the physical cost of railway property, which may be, and 
usually is, a very different thing from its value. Thus when the 
physical appraisal has been completed, only the first step will have 
been taken toward a fair valuation. 

Yet the railway valuation problem looms up today as of far greater 
significance than it did when the Valaution Act was passed. This is 
because of two important provisions in the Transportation Act of 
1920. In the first place, railway rates are to be fixed at a level 
designed, as nearly as may be, to produce a given rate of return on 
railway value as determined by the Interstate Commerce Commission. 
Under this provision, the whole fabric and structure of our freight 
and passenger rates is to be built up to a point which hinges entirely 
on the aggregate value as determined under the law. If the value is 
set unduly high, rates must be made greater than they should be; if 
unduly low, then rates too become lower than is proper. The impor- 
tance of fixing a fair and accurate value becomes vital not only to the 
railways themselves, but also to the whole body economic, for railway 
rates run like a silver thread through the whole warp and woof of our 
economic fabric. 

In the second place, the so-called “recapture” clause of the Trans- 
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portation Act provides that whenever a railway company’s net income 
rises above a 6 per cent return on its value, one-half of the excess above 
6 shall revert to, or be recaptured by, the government. The act has 
made it extremely important to the individual railway, therefore, that 
its value shall be fairly determined, for otherwise it stands to lose, if 
its value is fixed too low, just as it may gain from fixing the value 
too high. 

The question at once arises as to the proper basis of a valuation of 
railway property. This is not the place or time to enter upon a 
discussion of that moot question, but I wish merely to stick to my text 
by pointing out that here, if anywhere, the railway problem is crying 
out for a solution based on economic principles, and those only. Such 
a solution is vital to everything that our transportation industry stands 
for in the economic life of today. 

Thus far, the Interstate Commerce Commission has made but a 
tentative valuation of railway property as a whole, and that for rate 
making purposes only. The aggregate value of $18,900,000,000, so 
fixed by the Commission last year, was $1,140,000,000 less than the 
property investment of the railways, that is, the book value of their 
property, but was $2,350,000,000 greater than the par value of rail- 
way securities outstanding in the hands of the public. The Commis- 
sion has given no inkling as to how it arrived at this tentative 
valuation, but it may be assumed that the following elements were 
considered : 


1. The property investment account of the railways. 

2. The results of the so-called “physical valuation” work to date. 

3. The par value of railway securities outstanding. 

4. The material and supply accounts. 

5. The needs for working capital. 

6. The elements of appreciation and “going value.” 

7. The results of special investigations made by the Commission 
from time to time into the financial history of individual rail- 
way companies. 

Possibly the Commission also took into account the market value 
of railway securities, although it is a matter of serious question 
whether the valuation of an industry whose net income (and, there- 
fore, its credit) is to be fixed by that very valuation should be made 
to depend on what the market thinks the valuation is likely to be. I 
do not agree with what seems to be Mr. McPherson’s suggestion that 
the value of a railroad company is reflected in the market value of its 
stocks and bonds. A critic of the railways recently asserted that the 
market value of railway securities today is nearly seven billion dollars 
less than the tentative valuation of railway property made by the 
Interstate Commerce Commission last year. Assuming this assertion 
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to be correct, can it be argued that the net income of the railways 
should be correspondingly reduced by the Commission, through a 
drastic reduction in rates? If that were actually done, the market 
value of railway securities would unquestionably drop still lower than 
it is today, and by a series of successive reductions, first in market 
value, then in net income, we should arrive at an impossible and absurd 
situation. The truth is, it seems to me, that the application of economic 
principles to a regulated, as contrasted with an unregulated, industry 
requires that a different method of valuation be utilized. Why there 
is a difference is indicated in a question put by the Chairman of the 
Senate Committee on Interstate Commerce to a witness in a recent 
hearing. The question was this: “Do you regard the market value 
of public utility securities, where the government has and exercises 
the right to determine the revenue, and the right to determine from 
40 to 50 per cent or more of the expenses, a fair criterion of the value 
of the property?” This question, of course, answers itself in the 
negative. 

In my opinion, among the principal things to do in valuing a public 
utility for rate-making purposes should be, first, to ascertain its 
annual needs in the way of net income for fixed charges, reserves, 
dividends, and surplus; and second, to fix rates so as to produce such 
anetincome. In this way, rates will come to be adjusted to the needs 
of the railway company, just as Mr. McPherson has suggested, and 
properly, that they be adjusted to the economic needs of industry in 
general. 

Mr. Hines has in the clearest and most convincing fashion outlined 
the difficulties underlying the railway operation during the past four 
years, and the extent to which abnormal—that is, uneconomic—condi- 
tions have crept in to interfere with an orderly approach to a solution 
of the many problems involved. He might have added that the year 
1922 will also have its very serious problems, for as we approach the 
new year there is an unusual degree of uncertainty as to three import- 
ant factors which are always uncertain. Tliese factors are the level 
of traffic, the level of rates, and the level of wages. The matters of 
rates and wages are even now under consideration by the administra- 
tive bodies that are respectively responsible for them, but the level 
of traffic is a matter as yet in the lap of the gods. That there will 
be an improvement in 1922, however, I firmly believe, and a turn for 
the better in that respect will go far toward assisting a solution as to 
rates and wages. 

In fact, given a set of basic economic principles to go on, the rail- 
way industry will in the long run adjust itself, and will become what 
its function in the economic organism calls for—the efficient handmaid 
of industry. While Mr. Hines was fully justified in emphasizing the 
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difficulties of the past and the present, and in pointing out the prob- 
lems yet be to solved, I feel sure he will agree with me that neither 
are these problems new nor have they been overlooked by railway 
students. I feel also sure that both he and Mr. McPherson will agree 
that the Transportation Act of 1920, with all its compromise features 
and all its other faults and imperfections, was a distinct step forward 
toward an orderly solution of the railway problem, and that, so far 
as it does apply economic principles to a situation that badly needed 
them, the act has already proved itself a constructive piece of legisla- 
tion. 


it 


THE PRESENT STATUS OF WORKMEN’S COMPENSA- 
TION IN THE UNITED STATES 


By E. H. Downey 
Harrisburg, Pennsylvania 


The principle that the pecuniary loss incident to bodily injuries 
sustained in the course of employment should be borne by the 
industry, which is to say by the community at large—this prin- 
ciple is now so universally accepted that “to assert the contrary 
is to set the face against the enlightened opinion of mankind.” 
The responsibility of industry for work injuries is asserted in 
the statute law of all industrial nations. The merits of this jurid- 
ical doctrine are no longer a subject of dispute. Present-day 
debate turns only upon the scope and scale of industrial respon- 
sibility and upon administrative details. 

But it is one thing to assert a legal principle, another to give 
it practical effect. The present status of Workmen’s Compensa- 
tion in the United States is to be ascertained, not by a count of 
statutes, but by a comparison of the benefits provided with the 
pecuniary losses which those benefits purport to cover. A useful 
review of American compensation laws at the present day will 
deal primarily with the question of adequacy, of consonance with 
the principle which these laws profess to embody. 

Territorially the American compensation system is nearly uni- 
versal. Only the District of Columbia and six southern states’ 
still maintain the common law of unhallowed memory. In- 
dustrially the system is less comprehensive. Most of the states 
exclude agriculture and domestic service, many exempt establish- 
ments which regularly employ fewer than four, five, or even ten 
persons ; some few exclude a particular extra-hazardous industry, 
such as mining or logging. Railway and marine workers engaged 
in interstate or foreign commerce are, in the absence of congres- 
sional legislation, excluded as being without the jurisdiction of 
the several states. Summing up all these exclusions it is perhaps 
within the mark to say that the American compensation system 
covers from two-thirds to three-fourths of the total number of 
wage workers. Even within these territorial and industrial limits 
the laws are further restricted by the very general exclusion of 


*Missouri is the only state of much industrial importance without a com- 
pensation act. The others are Arkansas, Florida, Mississippi, North Carolina, 
and South Carolina. 

*Only a very laborious calculation from the census data for each state 
would give an approximate estimate of the actual proportion of wage workers 
embraced by the several compensation laws. 
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occupational diseases. In respect to scope, then, much new legis- 
lation is needed to extend the principle of compensation to all 
work injuries. 

With respect to scale of benefits the showing is much less satis- 
factory. The primary purposes of a compensation act are 
three: to encourage the prevention of work injuries as much as 
possible by affording a direct incentive to such prevention, to 
restore the earning capacity of those injured workmen who are 
capable of rehabilitation; and to shift the pecuniary cost of work 
injuries from the immediate victims and their dependents to the 
community at large. Economic relief to the sufferers is not mere- 
ly the most urgent of these objects, but is the key to both the 
others. Adequate compensation for fatal and permanent injuries 
will do more than al! other legislation to promote industrial safe- 
ty and to encourage genuine rehabilitation. Yet it is precisely 
in respect to these serious injuries that American compensation 
acts are most deficient. 

Pensions to dependents in case of death are usually a small 
fraction of the breadwinner’s earnings—from 10 to 50 per cent’ 
—payable for a limited term. In many states the total death 
benefit is $3000 or $4000, payable in weekly installments over a 
period of six, eight, or ten years, and is the same to a childless 
widow as to a larger family. In other states the widow receives 
a small pension—$5 to $10 weekly—and has an additional allow- 
ance for each child under a specified age. Five states continue 
the widow’s pension during widowhood, in other states her allow- 
ance terminates in the sixth, eighth, or tenth year, irrespective of 
age or earning capacity. By a singular perversion of common 
sense, the allowance to an orphaned child is everywhere less than 
the pension to an able-bodied widow. Payments to or on account 
of a child cease at the age of sixteen in many states, at eighteen 
in the most progressive jurisdictions, and at fourteen in some of 
the former slave-holding states. In still other states—a major- 
ity of all indeed—payments cease at the end of a fixed term, 
irrespective of the number, ages, or economic status of the chil- 
dren. Inno state is the rate or the total amount of compensation 
at all sufficient either to replace the lost earnings of the deceased 
breadwinner or to provide reasonable maintenance and education 
for the widow and children. 


*This statement refers to the actual, which is invariably less than the 
nominal, percentage of wages. 
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For total disability the compensation is nominally 50, 60, 65, 
or 66 24 per cent of wages.’ The actual percentage of wage is, 
however, very much less than the statutes seem to promise, for the 
weekly payments are everywhere subject to fixed maxima: $12, 
$15, or $20." In Pennsylvania, e. g., where the nominal rate is 60 
per cent of earnings, the actual rate is from 25 per cent in high- 
paid to 50 per cent in low-paid occupations, the general average 
in 1920 being 40 per cent of weekly earnings. The proportion of 
compensation to wage loss is still less than the ratio of weekly 
compensation to weekly wage. The “waiting period” seriously 
reduces the compensation for temporary disability while time 
limits have a yet more serious effect in the case of permanent 
disability. 'The waiting period, during which no compensation 
is payable, is most often one week, in a number of states ten days 
or two weeks, in a few jurisdictions less than one week. Under 
a two week waiting period with a maximum of $15 weekly, a skill- 
ed workman receives a total compensation of $30 for a month’s 
disability against a wage loss of at least $150. Upon an average 
of all temporary disabilities under the Pennsylvania Law, e. g., 
compensation does not exceed 25 per cent of wage loss.’ Even 
this low ratio takes no account of disabilities of less than ten days’ 
duration. 

Compensation for permanent disability is subject to the limits 
already mentioned as to weekly rate, and usually also to a still 
less justifiable limit in point of t me. Only twelve states’ provide 
life pensions even for permanent total disability. In most states 
the utterly helpless victim of a work injury who has the mis- 
fortune to survive for ten years is then relegated to the almshouse. 
Still more curious are the schedules of specific indemnity for 
enumerated permanent injuries—schedules expressed, not in per- 
centages of wages or of earning capacity, but in weeks of compen- 
sation. Our legislatures have solemnly enacted, if not precisely 


‘It is 66 2-3% in all states, 65% in 5 states, 60% in 10 states, 50% in 15 
states. 


*Ten dollars in 3 states, $11 in one, $12 in 12, $12 to $15 in 12, $20 or 
more in 6. 

*One week in 25 states, ten days in 7, two weeks in 8, less than one week in 3. 

‘See Statistical Analysis issued by the Pennsylvania Compensation Rating 
Bureau (annual). Other statements as to Pennsylvania experience are based 
on unpublished records and upon the writer’s personal knowledge. 

*California, Colorado, Montana, Nebraska, Nevada, New York, North Da- 
kota, Ohio, Oregon, Utah, Washington and West Virginia. Wisconsin has a 
variable period depending upon the age of the injured. It is noteworthy that 
only two industrially important states provide life pensions. 
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that a lost hand shall grow again in 150 weeks, at least that 
compensation therefor shall terminate at the end of that time. 
Such provisos disregard the essential feature of Workmen’s Com- 
pensation: that there shall be a direct relationship between indem- 
nity and wage loss. 

Still less excusable is the well-nigh universal failure to provide 
adequate medical, surgical, and hospital care, to say nothing of 
such re-training as might benefit the crippled worker. On every 
social ground it is highly expedient that those who are incapac-: 
itated by accident or disease should be restored as speedily and 
completely as may be to industrial usefulness. Yet most states 
require medical care only for thirty, sixty, or ninety days after 
the injury, and only within a low monetary limit—$100 or $200. 
Whatsoever is more than this cometh of charity, or from the 
shrewd calculation that it may be cheaper to operate than to pay 
compensation for a permanent disability. Even this last incentive 
is less effective than it ought to be, because of the limited com- 
pensation for permanent injuries. Little wonder that no system- 
atic effort has anywhere been made to rehabilitate industrial 
cripples. Employers have no incentive so to do. 

Taken on the whole, compensation in the Uinted States probably 
does not exceed one-fourth of the pecuniary cost of those injuries 
which the compensation laws profess to cover. Having regard to 
the excluded classes of wage workers and the excluded categories 
of injury, it is well within the facts to say that four-fifths of the 
direct economic loss incident to work injuries still falls upon the 
individual victims and their families. We have given much lip 
service to the principle of industrial responsibility but our prac- 
tice has fallen far short of our professions. 

By the same token, prevention is much short of what would be 
attained under an adequate scale of benefits. In Pennsylvania 
alone there have been sixteen thousand deaths and more than one 
million disabling injuries by industrial accident withir the space 
of six years. ‘That a vast number of these accidents were pre- 
ventable is known to every engineer. But effective safety engineer- 
ing costs much money. Coal mine entries must be widened, elec- 
tric voltages reduced, mine cars equipped with brakes, road bed 
and rolling stock improved, more and better timber set, more 
inspections made, stricter discipline enforced. To reduce the 
fatality rate from three to two per million tons of coal is perfectly 
feasible, but when the saving represents only one-quarter cent 
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per ton it does not pay. If the average cost per death were raised 
from $2500 to $10,000 much would become practical which is now 
deemed visionary. 

Something less than full compensation for temporary injuries 
is justified on social grounds. Human nature being what it is, 
much malingering would doubtless result from any attempt to pay 
full wages during disability. Probably two-thirds of actual wage- 
loss—the nominal percentage specified in many compensation acts 
—is not unreasonable. So, too, a moderate waiting period is 
justifiable on grounds of administrative cost. But there is no 
economic justification for a maximum rate or a maximum amount 
less than two-thirds of actual wage-loss, nor for a waiting period 
of more than one week, nor for the exclusion of occupational 
disease. Still less is there any warrant in economics or equity 
for cutting off compensation before disability has ceased or de- 
pendency terminated. Least of all can the community afford to 
deny full therapeutic aid to the victims of industrial injury. 

The excuse advanced for a scale of benefits confessedly inade~ 
quate—that industry cannot bear the burden—is founded on 
misapprehension. Compensation equal to two-thirds of total 
wage-loss plus full therapeutic care for all industrial injuries 
would certainly not cost more than ten cents the ton of bituminous 
coal nor add more than one cent to the cost of a ten dollar pair 
of shoes. For most manufactured commodities full compensation 
would not exceed one-half of one per cent of manufacturer’s price. 
Even in building construction the most liberal scale of benefits 
ever proposed would scarcely equal two per cent of contractor’s 
price—certainly much less than the architect’s fees. If adequate 
compensation would be a burden scarcely felt by consumers, still 
less would it place employers at a competitive disadvantage. Other 
items of entrepreneur’s costs bulk so much larger and are so 
extremely variable that it may be doubted whether the cost of 
compensating work injuries ever influenced the location of a 
business enterprise or the decision of an entrepreneur to expand 
or restrict the scale of his operations. The meagre and widely 
varying benefits provided by American compensation laws are 
traceable to a very different consideration: the relative pull 
exercised by organized labor, disinterested reformers, and em- 
ployers’ associations. 

For the administration of their Workmen’s Compensation Acts 
most states have created special boards or commissions charged 
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with the supervision of claim settlements, the adjudication of dis- 
puted claims, and the duty of seeing to it that employers provide 
insurance or other security for the payment of future install- 
ments of compensation when and as accrued. In comparison with 
our law courts these commissions are models of promptness and 
efficiency. The number of disputed claims is small, appeals are 
few, and the statutes, on the whole, are liberally construed. Prob- 
ably no branch of administration in this country is better con- 
ducted. 

There remain, however, grave shortcomings. The commission- 
ers are political appointees, frequently changed, drawn in large 
part from the lower grades of practising attorneys and imbued 
with an incurable predilection for common-law procedure. The 
technical and clerical staffs are commonly also political and always 
inadequate. The result is great laxity in the supervision of 
settlements by agreement, with much needless technicality and 
avoidable delay in adjudication. There are no statistics of claim 
settlement, but such test studies as have been made serve to show 
that first payments in fatal cases are unreasonably delayed and 
that, in case of temporary disability, the victim commonly re- 
ceives nothing at al! until his disability has ceased and the most 
urgent need has passed. Private insurance companies, state in- 
surance funds, and non-insured employers appear to be equally 
and all but universally remiss in this respect. The point deserves 
strong emphasis, for to give relief when relief is needed is the very 
essence of the compensation scheme. 

Short changing—the settlement of claims for less than the 
statute provides—is especially prevalent in those states which 
have retained court administration. Under commission adminis- 
tration there are few such complaints except in respect to those 
cases of permanent disability not covered by specific indemnity 
schedules. Compensation for indubitable permanent total disa- 
bility may, in most states, be suspended for weeks or months on 
the mere allegation of the employer or insurance carrier that the 
claimant is able to do “light work,” and the hapless victim is then 
put to the trouble, delay, and expense of proving that he is still 
disabled. In cases of partial disability, many commissions hold 

"Some very illuminating test studies have been made by the Industrial 
Accident Board of Illinois and by the Compensation Bureau of Pennsylvania. 
See also Carl Hookstadt in (U. S.) Monthly Labor Review, November, 1920. 


The average interval between accident and first payment exceeds the 
average duration of disability, alike in Illinois, Ohio, and Pennsylvania. 
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the curious view that the claimant must procure employment and 
establish a difference between his present and former wage rate 
before compensation can be fixed. If employment is slack no 
loss of earnings can be proved and no compensation is paid. If 
the handicapped worker finds employment, it is usually casual 
and at varying rates of pay. His compensation, consequently, 
varies from job to job and may range in a single year from fifty 
cents to twelve dollars a week, with frequent suspensions.” Such 
anomalies are due in part to faulty procedure, to over-insistence 
upon the technicalities of legal “proof,” and to a too-restricted 
definition of “loss of earnings” in the statutes. Still more serious 
is the lack of adequate facilities for impartial, first-hand investi- 
gation. The doctrine of self-help still has a strong hold upon 
legislatures and administrators. The commissions do not go out 
to find the facts: they wait for the claimant to present a petition 
and produce evidence. All of which means that the claimant 
must hire an attorney and procure medical testimony at his own 
charges. 

After the award is rendered, little effort is made to see that 
its terms are carried out. Compensation payments for death and 
permanent disability run over long terms, even to life pensions. 
Payments during a given year on account of current injuries are 
but a fraction of the ultimate payments and this fraction is the 
smaller in proportion as the scale of benefits approaches adequacy. 
Yet, in most states, any employer—corporation, individual, or 
copartnership—who can make a fair showing of paper assets 
is lightly permitted to assume these long-continuing obligations. 
Insurance companies are somewhat better supervised but the 
standard of solvency is low, compensation reserves are not segre- 
gated from other liabilities, and the false etiquette of interstate 
comity hampers the few insurance departments which might other- 
wise enforce a higher standard. 

The paucity of statistical records is perhaps a small matter 
in comparison with prompt and full payment of claims or the 
ultimate security of future installments, yet intelligible statistics 
would go far to correct the evils of lax administration and inade- 
quate benefits by sheer education of public opinion. Statistics 
also are indispensable to effective accident prevention and to the 


“Again there is no statistical record and the statements in the text are 
based upon personal observation in several states. See, however, the Connor 
Reports to the Governor of New York, 1919. 
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best results in the rehabilitation of injured workmen. The pri- 
mary requirements are well known: a clear presentation of work 
injuries by industry, occupation, cause, severity, wage loss and 
compensation cost, and analyses of claim settlements with respect 
to promptness, cost of litigation, grounds upon which compensa- 
tion was refused or suspended, measures taken to counteract the 
inevitable efforts of employers and insurance carriers to evade 
their statutory obligations. Standard schemes of classification 
and tabulation designed to present these and kindered facts have 
been prepared galore.’ Therein, however, a deal of pains has 
gone for naught. Most of the administrative boards do publish 
some sort of annual! or biennial report but no two are on the same 
basis, few, if any, give a satisfactory analysis either of work in- 
juries or of claim settlement, and no one has attempted to digest 
and correlate the reports of the several states. It is impossible at 
this late date to obtain any accurate estimate of the annual num- 
ber of fatal accidents in American industries or to make more than 
a rough conjecture as to the number and severity distribution of 
non-fatal work injuries. Any attempt to compare accident 
severity rates of different industries, different states, or different 
years is altogether futile. The most disheartening feature of the 
case is the total want of intelligent interest in such information. 

If this survey of Workmen’s Compensation in the United States 
is mainly a recital of shortcomings, the reason is that attention 
to defects conduces to improvement more than a song of praise. 
Ours was the last of the industrial nations to attack the problem 
of work injuries. A decade since, the immediate desideratum was 
to obtain some relief from the iniquities of the common law. To- 
day the problem is to broaden the scope of our compensation acts, 
increase the benefits, and improve the administration. To one who 
has been associated with compensation as student or administrator 
for more than a dozen years, the progress already made augurs 
well for the future. Benefits are still miserably inadequate but 
they are being slowly increased by successive amendments to exist- 
ing laws. Even in administration there is some evidence of im- 
provement, at least in the more progressive states. A decade 
hence, we may reasonably hope, American industry will bear, if 
not the whole, at least the major part of the pecuniary cost of 
work injuries. 


™4See successive reports of the Committee on Statistics of the International 
Association of Industrial Accident Boards and Commissions. 
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INDUSTRIAL ACCIDENT AND COMPENSATION 
STATISTICS 


By Cuaries H. 
United States Employees’ Compensation Commission 


The subject of accidents to workers in the industries of the 
United States is one involving many interests other than those of 
the employer and the employee, and possessing an economic im- 
portance which would scarcely be realized by those who have not 
given the matter special attention. 

Upon a conservative estimate the economic or wage loss to 
workers from the industrial accidents of a year is in excess of 
$400,000,000, probably less than one-fourth of which is made 
good by compensation benefits. 

Employers pay out in compensation and liability insurance 
premiums and in direct payments probably in excess of $150,- 
000,000 a year. The economic loss from labor turnover and 
time lost from productive labor impose upon the employer a huge 
loss in production. 

The community, aside from the employers and workmen, must 
suffer from the injured workers’ wage loss. With inadequate 
compensation and with savings exhausted, the injured employee 
not infrequently must receive help from relatives, friends, church, 
fraternal organization, or charity. The loss in purchasing power 
is also an important item. 

Statistics of accidents and compensation should be so organ- 
ized as to assist every interest concerned in this great problem. 
The enormous waste of these accidents must be reduced so far as 
humanly possible. 

The hazards of dangerous machinery, dangerous operations, 
unsafe practices, dangerous places of work, and injurious ma- 
terials must be disclosed so that they may be eliminated or the 
hazard diminished. 

The happy mean of compensation benefits must be found which 
will come as near as possible to assuming the burden actually due 
to industrial accidents without encouraging the unnecessary pro- 
longing of reliance upon compensation benefits. Disabilities must 
be studied in relation to the adequacy of medical service, and 
serious permanent disabilities with special reference to actual 
economic consequences, concerning which we know little. 
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Common sense suggests that these objects can be attained only 
by the analysis and study of accident and compensation experi- 
ence to ascertain among other things— 

1. Where, how, and why accidents occur. 

2. Why so many accidents result in permanent disability or 
in long continued temporary disability. 

3. The adequacy of present laws as shown by wage loss and 
compensation payments. 

4. Efficiency of administrative organization and practice. 

5. Cost of compensation benefits for the determination of 
proper insurance premium rates. 

When, in September, 1908, the United States Bureau of Labor 
Statistics published an estimate of industrial accidents in the 
United States by Frederic L. Hoffman’ it was found necessary to 
say that there were no statistics of value from which a reasonably 
accurate approximation could be made. Apparently the best 
method possible was to estimate the deaths due to accidental 
causes among occupied males 15 years of age and over upon such 
Census data as were available, and to assume that 50 per cent of 
such casualties were due to causes arising out of the occupation 
of the injured. This crude method led to the conclusion that the 
number of fatal occupational accidents at that time was between 
15,000 and 17,500 per annum. 

When again, in 1915, a second attempt was made to estimate 
the number of occupational accidents in the United States by Mr. 
Hoffman with the codperation of the Bureau of Labor Statistics,’ 
it was found to be still true that the available accident data were 
entirely inadequate for any really satisfactory estimate. An 
entirely different basis was used for the estimate published in 
1915. At this time, use was made of available statistics in certain 
industries, including some especially valuable studies, which ena- 
bled one to approximate the fatal accident rate prevailing in a 
number of the more important industrial groups. For other 
industrial groups, it was necessary to assume a fatal accident rate 
based on a knowledge of rates in similar industries in foreign 
countries, fragmentary information of conditions in this country, 
and to assume the probable rate prevailing here. With this crude 


*Bulletin of the United States Bureau of Labor, No. 78, September, 1908. 


*Bulletin of the United States Bureau of Labor Statistics, No. 157, March, 
1915. 
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method, and with the information as to the number of employees 
as reported by the Census, it was estimated that the approximate 
number of fatal industrial accidents among American wage earn- 
ers for the year 1913 was 25,000. Upon the basis of the relation 
of non-fatal to fatal accidents as indicated by the experience of 
Austria, where the available statistics were unusually complete, it 
was estimated that disabilities of more than four weeks duration 
numbered approximately 700,000. 

The past fifteen years has been a period of continuous work, by 
both private and public agencies, for accident prevention. Not- 
able have been the activities of the National Safety Council and 
many of its individual members, the Interstate Commerce Com- 
mission, the Bureau of Mines, the Factory Inspection Depart- 
ments and the Compensation Commissions of a few of the states. 
That this movement has had a marked effect in reducing acci- 
dents, there can be no doubt, but just what effect it has had upon 
the country as a whole cannot be measured by any data avail- 
able. One would not be justified, upon any information at hand, 
in estimating the number of deaths from industrial accidents at 
the present time at less than 20,000 a year. Even such an 
estimate must be considered very conservative. Accepting the 
figures of the American Accident Table, this number of fatal 
accidents indicates no less than 2,500,000 temporary lost time 
industrial accidents in a year, with time losses aggregating over 
37,710,000 working days. The permanent total disabilities, on 
the basis of this same table, number 1,627, and the permanent 
partial disabilities 100,000, of which 72,000 are on account of 
dismemberment or total loss of use of some member, and 28,000 
are due to other causes. 

Some rough measure of the economic loss to injured wage 
earners resulting from this number of industrial accidents yearly 
may be made by assuming an average daily wage of $2.50 a day 
for the working days actually lost on account of temporary dis- 
abilities, and for permanent disabilities and deaths the same wage 
rate during the periods recommended by the Committee on Statis- 
tics of the International Association of Industrial Accident 
Boards and Commissions as reasonable equivalents in working 
days of the working time lost on account of such disabilities 


*Proceedings of the Casualty Actuarial and Statistical Society of America, 
Vol. VII, Part I, No. 15, p- 36 et seq. 
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with a discount of one-third allowed to express present values. 
An estimate upon these assumptions shows economic losses for: 


Working days 


lost Wages lost 

Temporary disabilities 37,710,000 $ 94,275,000 

Permanent total disabilities 9,762,000 16,270,000 
Dismemberment and total loss of use 

of member 66,600,000 111,000,000 

Other permanent partial disabilities 12,936,000 21,560,000 

Deaths 120,000,000 200,000,000 

Total 247,008,000 $443,105,000 


Whatever differences of opinion may exist as to the reason- 
ableness of the valuations placed upon the permanent disabilities 
and deaths, there can be little question about the time and wage 
losses given for temporary disabilities or in regard to the enor- 
mous waste due to industrial accidents. 

Wherever proposals for workmen’s insurance and compensation 
laws have been given serious consideration, or wherever such laws 
have been enacted, an immediate demand has been made for statis- 
tics of industrial accidents to guide legislators and experts in 
the framing or revision of the laws, administrative authorities in 
the enforcement of the law, insurance carriers in the determination 
of their premium rates, and industrial employers in measures of 
safety and accident prevention. 

The demand for statistics of industrial accidents and workmen’s 
compensation, which would permit comparison of the experience 
of various states and countries and enable each country to profit 
by the experience of others was voiced at the very beginning of the 
workmen’s insurance movement in Europe. As early as 1889, at 
the first International Congress on Workmen’s Accidents and 
Insurance, held in Paris, the need of some degree of uniformity 
in the accident and insurance statistics of the various countries 
was discussed. At the succeeding international congresses, at 
Berne in 1891, and at Milan in 1894, the question was the subject 


‘Estimates of wage loses due to accidents have sometimes been made upon 
the assumption of a higher average daily wage and without discount for 
present value and have been defended as reasonable. For the present pur- 

it was preferred to make an estimate so conservative that no question 
of overstatement could possibly be raised. No attempt has been made to 
include any estimate for the cost of medical and hospital treatment necessary 
on account of these accidents. 
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of one of the resolutions, and the congress at Diisseldorf in 1902, 
by resolution, instructed its permanent committee to codperate 
with the International Institute of Statistics and the Interna- 
tional Association for Labor Legislation in working out a plan 
for international statistics of industrial accidents. 

At the meeting of the International Institute of Statistics in 
London in February, 1905, the first definite statement of general 
principles to be followed in formulating a plan for international 
statistics was submitted and adopted. This plan provided for 
the collecting of statistics of the number of injured persons; the 
computation of the number of workmen exposed to risk in terms of 
full time workmen, that is, workmen having worked 300 days of 
10 hours each in the year; the preparation of broad standard 
classifications of industries, causes of accident and nature of in- 
jury; and statistics of the number of widows and orphans surviv- 
ing fatally injured workmen. 

The task of working out a plan for uniform international sta- 
tistics, on the basis of the principles approved as above, was 
submitted to a joint committee of the International Institute of 
Statistics and the International Congress on Workmen’s Acci- 
dents and Insurance. The report of this committee was submitted 
to the International Institute of Statistics at its Paris meeting, 
July 5, 1909, and to the International Congress on Workmen’s 
Accidents and Insurance in Vienna, September 21, 1909. The 
first attempt to present a report of international statistics on 
industrial accidents, under the plan recommended, appeared in 
the July, 1913, issue of the Bulletin des Assurances Sociales. 
This report, while containing an enormous amount of valuable 
statistical information in regard to the individual countries, is 
a convincing illustration of the practical difficulties in the way 
of comparison of the accident and compensation statistics of any 
two countries. For the purpose of comparison, the statistics of 
the committee’s report were no more valuable than would be 
those of two American states at the present time. 

The demand for industrial accident statistics for the entire 
United States, for any state as a whole, or for any industry as.a 
whole, is a natural one, but brief consideration only is necessary 
to convince one that such statistics are practically impossible 
of realization under compensation laws now existing or likely to be 
enacted for some years. Any statistics which could be compiled 
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from our existing records would need to be supplemented by 
extensive estimates of a somewhat speculative character. 

It may be stated without hesitation that, except where a work- 
men’s compensation law is applicable, complete accident reports 
cannot be secured and should not be expected. Occupational 
accident statistics must be made up from records kept in the 
plants where the accidents occur, and from reports of such acci- 
dents made to some designated administrative authority. Such 
records and reports must be complete, or practically so, if they 
are to be of the highest value. Experience has shown that em- 
ployees oftentimes will not report an accident or the employer 
does not make a record of an accident reported unless the accident 
appears to be immediately serious or unless there is some financial 
motive. This has been confirmed in extensive and intensive inves- 
tigations by the U. S. Bureau of Labor Statistics in which original 
records were studied. Further evidence of this is found in the 
failure of accident reporting laws which existed before the enact- 
ment of workmen’s compensation statutes, in the incompleteness 
in the reporting of short time accidents causing disability for 
which no compensation is payable, and in the failure of the occu- 
pational disease reporting laws. In all these cases the failure of 
the law was due to the same cause—the lack of any financial 
interest on the part of the injured employee, or of the employer, 
or of the physician, to make reports. 

Even in states where workmen’s compensation laws have been 
enacted, many accidents are not and will not be reported for 
very definite and easily intelligible reasons: 

1. Many industries are not covered by the compensation law, 
and there is therefore no motive for reporting. Some state laws 
cover only hazardous industries, some only a selected list of highly 
hazardous industries, others while perhaps covering the same 
industries require an election of the compensation act on the part 
of the employer. In nearly all states, agricultural employments 
and domestic service are not covered, nor are casual workers. 

2. Many of the states provide for the exclusion from the 
compensation law of employers with less than a specified number 
of workmen, this specified number being in five states as low as 
three, but in other states being four, five, six, or even as high as 
ten, eleven, or sixteen. 

3. Short-time accidents are not covered by the law in most 
of the states. The waiting time during which no compensation 
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is payable varies greatly, being as low as three days in several 
jurisdictions, but as high as seven days, ten days, or fourteen 
days in other jurisdictions. The exclusion of these short time 
accidents greatly affects the number subject to compensation. 
Thus, a seven-day waiting period means for industries in general 
the exclusion from compensation of about 45 per cent of all 
accidents, a ten-day period 50 per cent, while a fourteen-day 
period means the exclusion of over 60 per cent. 

The result of all this is that even in those states where a 
majority of employees are covered by the workmen’s compensa- 
tion law, a large percentage of the accidents which occur are not 
under the law and are not reported. In many of the compensa- 
tion states, probably more than half the lost time accidents are 
never reported even in those employments which are subject to 
the compensation law. 

It should not be understood from what has been said that no 
effort is made by administrative authorities to secure reports of 
industrial accidents. It is true that many of the state commis- 
sions have no jurisdiction over accident reports and some of them 
are strongly of the opinion that their activities ought not to 
extend to jurisdiction over accident reporting, but should be 
limited exclusively to the adjudication of compensation claims. 
On the other hand, a considerable number of the compensation 
commissions regard it as one of their most important duties, and 
are persistent in attempting to secure reports of all accidents, 
and have been most successful in accident prevention work. 

This absence of accident reporting is particularly unfortunate 
in that it limits accident prevention work by withholding knowl- 
edge of the location, nature and extent of accident hazards. 
Probably most employers who are not reporting accidents to 
their workmen are doing no accident prevention work, and have no 
definite knowledge of the full extent of the losses resulting to 
themselves as well as to their men on account of accidents, a large 
percentage of which are preventable. But let us clearly dis- 
tinguish. The absence of accident reports from some employers 
and the incompleteness of reports from others are not reasons for 
neglecting to make the best practical use of the experience avail- 
able in cases reported. Good representative statistics are often- 
times an excellent substitute for complete statistics. The analy- 
sis and study of accident experience of half, or even of a tenth, of 
an industry will usually show what is happening practically 
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throughout the industry, and will serve many of the purposes of 
accident prevention work. 

The serious difficulties in the way of making comparisons of 
the industrial accident and workmen’s compensation statistics of 
various countries had made the subject of uniform accident re 
porting and standard methods of tabulation of industrial acci- 
dents and compensation one of serious concern to the United 
States Bureau of Labor Statistics for some years prior to 1914, 
In its numerous studies of accidents and of workmen’s compensa- 
tion, and especially in the preparation of its Twenty-fourth 
Annual Report, Workmen’s Insurance and Compensation Sys- 
tems in Europe, the Bureau had found the lack of uniformity in 
compensation law and administrative organization, and the ab- 
sence of generally accepted definitions, a very serious obstacle in 
the way of making much desired comparisons of the experience 
of the various countries. For this reason it seemed especially 
important that an attempt should be made early in the develop- 
ment of the workmen’s compensation movement in the United 
States to work out a plan for uniform accident and compensation 
statistics which it might be possible for the various states to 
adopt and gradually to put into operation. 

A conference of officials, representatives of large employers and 
insurance companies, and others most interested was accordingly 
called by Commissioner of Labor Statistics Royal Meeker, and 
the first meeting was held in New York City February 26, 1914. 
In this first meeting, and in four others held during 1914 under 
the same auspices, marked progress was made, the subjects dis- 
cussed being: 

The definition of a reportable accident. 

The unit of risk for computation of accident rates. 
The classification of industries. 

The computation of the rate of accidents. 

Accident report forms. 

Time of reporting accidents. 

Classification of accidents according to consequences. 
Number of men exposed to risk. 

ie April, 1914, at a meeting held in Lansing, Michigan, The 
National Association of Industrial Accident Boards and Com- 
missions was organized “to bring into closer relation with one 
another the various boards and commissions administering com- 
pensation laws in the United States, to effect so far as possible 
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uniformity of legislation and administration of such laws, and to 
encourage and give effect to all measures looking toward the pre- 
vention of accidents and the safeguarding of plants and ma- 
chinery.” On January 12, 1915, a special meeting of this asso- 
ciation was held in Chicago for the purpose of considering the 
standardization of accident statistics. At this meeting a com- 
mittee on statistics and compensation insurance cost was created 
and charged with the duty of preparing as expeditiously as pos- 
sible reports on: 

1. Uniform tables for the establishment of compensation 
costs. 

2. Uniform classification of industries. 

3. Uniform classification of causes of accidents. 

4. Uniform classification of nature of injuries. 

The committee was directed to send a copy of these reports 
to each member of the association, and to make a final report at 
the regular meeting of the association in September of the same 
year. 

The instructions given by the association to the committee at 
the time of its creation show that the association little knew the 
difficulties of the committee’s task. Since its organization, the 
committee has held some twenty meetings and submitted six re- 
ports to the association. These reports have been included in 
the proceedings of the association as printed in Bulletins of the 
U. S. Bureau of Labor Statistics, and in several numbers of the 
Bureau’s Monthly Labor Review. They have finally been brought 
together and published in full as Bulletin 276 of that Bureau. 

The conferences called by Commissioner Meeker in 1914 made 
such progress that when, in January, 1915, the newly organized 
Association of Industrial Accident Boards and Commissions ap- 
pointed a committee on statistics and compensation insurance 
cost, several members of which had participated in all of the 
earlier conferences, the new committee was able to take a flying 
start by adopting nearly all the conclusions of these conferences. 

The purpose which the committee has kept clearly before it 
throughout has been to work out standard definitions, classifica- 
tions, forms, and methods which will be practicable in spite of the 
limitations of the widely varying state compensation laws, and 
at the same time serve the needs of the commissions, state labor 
department officials, employers, employees, insurance carriers, 
legislators, and the public. The scope of the committee’s work 
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has included standard definitions of such fundamental terms as 
accident, cause of accident, permanent total disability, perma- 
nent partial disability ; standard forms and practice for accident 
reporting, classifications of industries, causes of accidents, loca- 
tion and nature of injury, and extent of disability; standard 
method of computing accident frequency rates; formulation of 
standard scale of weights to express the severity of accidental 
injuries in terms of time loss; standard forms of tables for the 
presentation of accident and compensation statistics; and stand- 
ard methods of comparing compensation costs. The committee 
has been charged also by the association with the duty of study- 
ing and recommending standard uniform schedules for permanent 
partial disabilities in compensation laws. 

The committee found it necessary to begin with the elements and 
formulate definitions of given terms in order to secure some degree 
of uniformity and usage. It was found that some state laws at- 
tempted to require reports of all accidents, some only those in- 
volving loss of time, others only those resulting in loss of time of 
more than one week, ten days, or two weeks. It was obvious that 
statistics based upon such variable definitions of the most element- 
ary term could never be used to indicate accident hazard, or rate 
of accident occurrence. While some states were attempting to 
secure reports of all lost time accidents, others were deliberately 
neglecting from 40 to 60 per cent of them. To avoid this diffi- 
culty, the committee recommended the adoption of the term Tab- 
ulatable Accident, which it defined as one resulting in death, 
permanent disability, or loss of time other than the remainder of 
the day, shift, or turn on which the injury occurred. To describe 
the accidents subject to compensation under the law of each par- 
ticular state, the term Compensable Accident was adopted. To 
cover that class of accidents resulting in no time and wage loss, 
but requiring some medical expenditure, the term Reportable 
Accident was adopted, inasmuch as it was recognized that any 
accident which was the subject of expenditure should be reported 
to the administrative authority. 

To assist in securing uniformity in the forms and practice of 
accident reports, a standard form of accident report was worked 
out by the committee. This provided for a first, and for sup- 
plemental and final reports. The first report followed closely, 
with slight changes, the form originated by the American Associa- 
ton for Labor Legislation in December, 1911. It was recom- 
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mended that, subject to the requirement of state laws, all report- 
able accidents should be reported to the proper state authority 
within forty-eight hours after occurrence. While the exact time 
within which an accident should be reported is not especially 
important, it seemed necessary to emphasize promptness of re- 
porting as of very decided importance in guarding against failure 
to report, and in permitting early investigation in case of need. 

The classification of industries according to the nature of the 
business for the purpose of accident statistics was one of the 
earliest and most troublesome tasks of the committee, as well as 
one of the most important with reference to accident prevention 
and insurance premium rates. The greatest confusion in indus- 
trial classification existed and apparently no American or foreign 
classification could be found which seemed to have any scientific 
or logical basis. Inasmuch as a great part of the insurance 
under compensation laws is carried by the casualty insurance 
companies, the classification used by them, which is the develop- 
ment of many years, was necessarily taken as the starting point 
with the committee. Although the committee has published two 
revisions of its original classification, the result cannot be con- 
sidered satisfactory or final. The tendency has been toward 
simplification by the omission of classifications which are prac- 
tically duplicates and the combination of many other classifi- 
cations which represent similar and approximately equal hazards. 
The committee gave much study, without success, to the ques- 
tion of whether it was possible to devise a classification of in- 
dustries which could be adopted not only for compensation but 
also for purposes of census and other industrial statistics. The re- 
vised classification of industries is believed to be the best of its kind 
yet formulated. Its adoption by the agencies interested in work- 
men’s compensation would be an important step toward securing 
uniformity in industrial accident statistics. "The committee’s re- 
vised classification of industries includes eight divisions, thirty-six 
schedules, and one hundred fifty-three groups. The sub-division 
of the groups into classifications was made in the lists formerly 
published by the committee. In the latest revision, however, these 
classifications have been omitted because an entirely satisfactory 
revision had not been worked out. 

The first step in the preparation of a classification of causes 
of accidents was the adoption of a standard definition, as practice 
was found to vary greatly in the different jurisdictions. The 
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whole purpose of the classification of accidents by causes is acci- 
dent prevention. The committee, therefore, in its definition of 
cause of accident adopted the recommendation that the accident 
should be charged to that condition or circumstance the absence 
of which would have prevented the accident; but if there be more 
than one such condition or circumstance, then to the one most 
easily preventable. The question of remote initiating cause or of 
personal responsibility was ignored as in most cases impossible 
of determination and after all often a matter of personal judg- 
ment. The immediate cause as defined by the committee is the 
tangible fact capable of definite ascertainment. To go further 
would be to venture into the field of speculation, where personal 
bias would too often determine the result. 

The committee’s original classification of causes was adopted 
in 1916, but was revised two years later upon the experience of 
members of the committee representing a considerable number of 
state commissions. ‘The present classification includes eleven 
general headings and several hundred sub-headings, in addition 
to a classification of power work machines with about three 
hundred sub-headings. 

The committee’s classification of causes does not include the 
desirable sub-headings under the general head Poisonous Sub- 
stances and Occupational Diseases. This is due to the lack of 
experience data which will permit the preparation of the desired 
lists. 

Classification by location and nature of injury refers to the 
injury sustained at the time of the accident, as distinguished from 
the result or consequences of the accident. The location of 
injury classification follows the common anatomical divisions, 
beginning with the head and ending with the feet. Rules of prac- 
tice were also adopted to guard against a variety of interpreta- 
tions. 

The classification of extent of disability refers merely to the 
classification into temporary total or partial disability, perma- 
nent total or partial disability, and fatal, distinction being made 
between those permanent disabilities which are dismemberments 
and those which result in impairment of function. 

The classification of degree of partial disability is for the 
purpose of giving a measure of the partial disability where the 
character of the compensation act permits. Under some of the 
laws, however, where the compensation is based on loss of earnings, 
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no determination of the degree of partial disability is ever made. 

For the purposes of accident prevention, it is particularly 
important that there should be tabulations permitting some meas- 
urement of accident hazard, and for checking up the effectiveness 
of accident prevention measures. Tables showing the frequency 
of accidents have been commonly used for this purpose. Attempts 
to compare the hazards of different industries, or of the same 
industry at different times, have been somewhat unsatisfactory 
because of the lack of a definite basis of comparison. Two chief 
difficulties present themselves: (1) the lack of an accepted rule 
as to what accidents shall be counted, and (2) the lack of a uni- 
form and adequate basis for the computation of accident rates. 

The adoption of the standard definitions already referred to 
will readily remove the first difficulty. The determination of a 
uniform satisfactory unit of exposure as the basis for measuring 
the frequency of accident occurrence presents a much more serious 
question. ‘The common method of compiling accident statistics 
was to express the frequency rate per year in terms of number of 
accidents per one thousand workers. This term was usually un- 
derstood to be based on average number of workmen, which inves- 
tigation showed to mean sometimes the usual or normal number, 
sometimes the average number, arrived at by an off-hand guess, 
sometimes the average number based upon various methods of 
computation. Usually no account was taken of the number of 
days or hours in the year during which the workmen were actually 
exposed to risk of accident. Of two plants showing the same 
accident rate on paper, one might represent an exposure of 365 
days of 10 hours or 365,000 hours, the other 240 days of 8 
hours each or 192,000 hours. With such a method of computa- 
tion, accident rates were indefinite and meaningless because of the 
indefinite and variable factors. 

The method recommended by the joint committee of the Inter- 
national Institute of Statistics and the International Congress on 
Industrial Insurance and Accidents, which has already been refer- 
red to, provided for a unit of exposure in terms of so-called full 
time workers, that is, men working 300 days of 10 hours each 
per year, or 3000 hours. This plan was familiar to members 
of the committee from its use in German and Austrian accident 
reports. The plan had also been used by the U. S. Bureau of 
Labor Statistics in its studies of accidents in the iron and steel 
and machine building industries, where the number of man hours 
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worked per year had been ascertained from accurate records in 
each establishment. This unit of exposure, it should be under- 
stood, is an arbitrary one and was not intended to suggest a ten 
hour day or a three hundred day year as the actual or ideal work- 
ing day and working year in industrial plants. It is merely a 
unit of measure for the purpose of ascertaining accident fre- 
quency. 

This unit of measure of the three hundred day worker was 
recommended for adoption by the committee in 1915, and was used 
to a considerable extent in accident statistics. Some large indus- 
trial plants adopted the method for use in tabulating their indi- 
vidual records for purposes of accident prevention. However, a 
certain amount of criticism arose, due to some dissatisfaction on 
the part of both employers and employees with this unit of meas- 
ure. It was objected that the three thousand hour worker 
implied some judgment regarding the proper length of the work- 
ing day and the working year. It was pointed out that the eight 
hour day was gradually becoming the standard working day, and 
that .a unit of measure of twenty-four hundred hours per year 
would more nearly reflect the working time in some industries. 
The two thousand hour year was also suggested as more nearly 
representative for a full time year in the coal mining industry. 
The committee, thereupon, after careful consideration of these 
objections, recommended a change in the unit of measure from the 
three thousand hour year to a thousand hours of exposure, and 
at its meeting in December, 1919, recommended that both accident 
frequency and severity rates be computed on the basis of one 
thousand hours exposure instead of three thousand hours expo- 
sure, as heretofore. The committee pointed out that the thousand 
hour exposure was an acceptable scientific mathematical unit of 
measure to which any other unit of exposure was readily con- 
vertible. 

This method furnished an accurate measure of the frequency of 
accident occurence. The true measure of the hazard of the 
industry, however, is not expressed by the mere number of acci- 
dents per thousand hours’ exposure. Entirely different hazards 
might be expressed by the same accident frequency rate, since in 
such rates the most trivial lost time accident is given quite as much 
weight as a death or permanent total disability. 

Fully 95 per cent of all lost time accidents leave no permanent 
impairment of earning capacity, and ‘a great majority of them 
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cause only a few days’ disability. A single death results in more 
economic loss than several hundred average temporary disabilities. 
Furthermore, no fixed relation exists between the number of 
deaths and of permanent and temporary disabilities in various 
industries. While deaths are infrequent in the textile industries, 
and in many of the lighter machine trades, they are many times 
more frequent among coal miners, railway trainmen, seamen, and 
on construction work. Accident rates which do not take these 
differences into account are inaccurate and misleading. 

The committee, accordingly, sought some method of reducing 
temporary disabilities, permanent disabilities, and deaths to some 
common denominator expressive of economic loss or industrial 
hazard. ‘The time loss was readily fixed upon as the most signifi- 
cant, stable, and convenient expression. It was naturally sug- 
gested, since the temporary disabilities, which constitute 95 per 
cent of all accidents, are of necessity measured in the record and 
compensated on the basis of days lost. Furthermore, no other 
measure seems readily available. The physical results could hard- 
ly be reduced to a common denominator. The compensation cost 
would not serve the purpose, as it would vary greatly from state 
to state, and change with amendments to the law. The wage loss, 
likewise, would vary from locality to locality and from time to 
time. The time loss is apparently the only available unit of 
measure which is both significant and stable. 

For the purpose of expressing the hazard indicated by deaths 
and permanent disabilities in terms of time loss it was assumed that 
the injured workman of average age, if not disabled, would have 
had a working life expectancy equal to about two-thirds of his 
full life expectancy as shown by the American Experience Table. 
The approximate average age of workmen fatally injured was 
found to be thirty-three years and a reasonable time loss equiv- 
alent was fixed at twenty years, or six thousand working days. 
An equal time loss was assigned to permanent total disability, 
while proportionate losses were assigned for permanent partial 
disabilities upon a percentage rating of degree of disability ex- 
pressive of the judgment of the committee after a study of foreign 
and American disability schedules and American experience. 

The use of this table of time loss equivalents for weighting 
deaths and permanent disabilities to show accident hazard permits 
the computation of a single rate expressive of accident severity 
in terms of days lost per one thousand hours’ exposure. It is thus 
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relatively easy to compare accident experience from year to year, 
from industry to industry, and from state to state. The method 
is equally suitable for use in any establishment with a sufficient 
number of employees to make a rate significant and has been so 
used. 

The scale of weighting recommended is intended merely as a 
standard for comparing severity of accident injuries and the acci- 
dent hazards of employment, but is not set up as a basis for 
awarding compensation. 

The sixteen standard tables and the standard method of com- 
paring compensation costs recommended by the committee need 
only be mentioned here. ‘Three of the tables recommended—those 
relating to accident frequency and severity rates, and that de- 
signed to compare time losses resulting from the various causes— 
are equally useful for a state jurisdiction or for the individual 
employer, and have been so used. Some of the other tables, while 
intended primarily to assist in analyzing experience for ascertain- 
ing costs, determining premium rates, and other administrative 
purposes, are applicable to individual uses. 

The Committee on Statistics is continuing its work, for it is in 
no sense ended. A solid foundation has been laid which, it is 
believed, will stand without important changes (except perhaps 
such as are to be expected in the classification of industries). 

The usual difficulties between acceptance in principle and adop- 
tion into full operation will necessarily make progress in stand- 
ardization somewhat slow. Commissions are obliged to take the 
position that the adjustment and payment of claims must take 
precedence over any other work. In most states, therefore, ad- 
ditional appropriations must be made available before material 
changes or expansion of statistical work is possible. 

A considerable number of commissions have made a beginning 
in putting the committee’s recommendations into effect and year 
by year better and more adequate statistics are put forth, includ- 
ing valuable special studies. The questions concerning proposed 
amendments to the laws and their probable effect, with which com- 
missions and legislators are constantly confronted, will gradually 
force a continuous study and analysis of the facts of actual ex- 
perience in a systematic manner—which is the purpose of all 
statistical work. 
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WORKMEN’S COMPENSATION—DISCUSSION 


Powers Hapcoop.—In the bituminous coal fields of central Penn- 
sylvania there exist striking illustrations of the ways in which com- 
pensation legislation at times fails to accomplish its purpose. The 
miners of this section are for the most part members of District No. 2 
of the United Mine Workers, but, unlike the miners of the anthracite 
districts, they are not protected by the union in respect to their com- 
pensation rights. For this reason the miners who are injured and 
the widows of those who have been killed often are taken advantage 
of by self-insured coal operators or insurance carriers. 

James Mark, the vice-president of District No. 2, in a plea before 
a district convention for union action on this matter, voiced the esti- 
mate that the miners of this district lose at least half a million dollars 
a year in compensation which is rightfully theirs. It was because 
of this statement that I was sent to central Pennsylvania last May, 
by the Bureau of Industrial Research of New York, to find out if 
there were really any concrete instances in which miners are losing 
compensation. 

Soon after my arrival in the coal fields I happened to be in the 
waiting-room of an attorney who handles cases for miners who are 
not able to get compensation themselves. An old Slavic miner was 
waiting to see the attorney, and I had a talk with him. He had his 
right arm hung in a sling made out of an old suspender. There seem- 
ed to be scarcely any connection between the upper and lower parts 
of his arm, other than the old blue cotton shirt which he wore, as 
he could swing the lower part of his arm like a pendulum at a point 
a few inches above the elbow. He could twist his arm in all di- 
rections at another point, a couple of inches below the shoulder. It 
was obvious that his arm was forever made useless by the rock which 
fell from the roof of the mine on April 3, 1919. Yet at the time I 
saw him, over two years after his accident, he had not received the 
greater part of the compensation due him. This old miner had been 
forced to eke out his existence for some time as a beggar by showing 
his arm from house to house and asking for assistance. Finally he 
had come to the attorney and asked him to fight his case for him, 
and he was in the office at the time I saw him to learn the result. 

The attorney had just been informed that he had won compensation 
for the miner for the loss of an arm. I asked him, when I was admit- 
ted into his private room, if he would be willing to tell me what he 
was going to charge the old man for his services. The attorney 
replied that at least $200, possibly more, would be taken out of the 
miner’s compensation as his fee. 

I was greatly surprised that the attorney admitted the fee in this 
case so readily, but in the course of our conversation it developed 
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that he was glad to have it known how badly the compensation situa- 
tion was being handled in the coal fields of central Pennsylvania. He 
does not want to handle compensation cases, as he can spend his 
time more profitably in other kinds of work. When injured miners 
and widows come to him with their stories of unfair treatment, how- 
ever, he feels that he must take up the cases; but if he wins compensa- 
tion for them he feels that he is entitled to reimburse himself for the 
expenses which he undergoes in fighting the cases and for the losses he 
sustains by transferring his energies from other work. For the wel- 
fare of the miners he believes that something should be done to 
eliminate the great expense which individual workers have to bear 
in getting their compensation, and, at the time I saw him he gave 
me the details of other cases in which miners or their widows had lost 
heavily because of the necessity of paying attorney fees. He told 
me that it will cost one widow with four young children, for whom 
he has recently won compensation after a hard fight, close to $1000 
before she pays all the expenses of obtaining compensation. She will 
have left only about $5000 on which to support herself and bring up 
her young children. This attorney, and others whom I saw later, told 
me of other cases in which it cost widows or miners from $300 to 
$1000 to get compensation. 

The expense of hiring attorneys in contested cases is not the only 
way in which miners and widows lose compensation. By talking with 
injured miners in their homes, I found cases in which they had not 
received compensation because they did not understand their rights 
under the law and had meekly submitted when the companies or their 
doctors had told them that they were not entitled to compensation. 
This is especially true among the foreign born and non-English speak- 
ing miners, who can easily be taken advantage of. 

Take the case of Mike V., for instance, a Hungarian who told me 
his story as we sat on a cot in his rough little home. On January 26, 
1920, he received a naval rupture when he was lifting a mine car 
onto the track that had come off when he was dropping it down the 
grade from his room. Five days after the accident he went to the 
hospital and on February 7 he was operated on by Dr. H He 
spent three weeks and five days in the hospital, which cost him $45, 
and he still owes the doctor $75 for the operation. He was not able 
to go back to work until May, and was thus due three months’ com- 
pensation, as well as the cost of hospital and medical services for 
the first thirty days of his trouble. Altogether this would have come 
to about $250. 

A few weeks after he came out of the hospital, Mr. V. called on 
Dr. H. and asked him to put in a report so that he could get com- 
pensation. Mr. V. told me that the doctor answered his request by 
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saying. “No, no we don’t pay nothing for rupture.” Because of 
this he went home, believing that it was impossible for him to get 
compensation, and for this reason he did not talk about his case any 
more until he told it to me. 

I went to see Dr. H. and asked him if Mr. V’s story was true and 
if he had told him that there was no compensation paid for rupture. 
He replied that he had told the injured miner that “there is nothing 
paid for rupture when it isn’t gotten at work,” and he went on to 
say that he had understood Mr. V. to say that he had been bothered 
with this rupture for some time and that he thought it was time he 
was getting an operation. It was his understanding that Mr. V’s 
accident happened a long time before. 

This misunderstanding is explained by the fact that Mr. V. has 
great difficulty in making himself understood or in understanding 
other people. When I was questioning him he often said yes when 
it was obvious that he meant no, and he said no when he meant yes. 
Several times I asked him if certain facts were true and he would nod 
his head vigorously and say yes and then I would ask him—‘“You say 
these facts are not true?”—and he would nod his head just as vigor- 
ously and say yes. It was obvious to me that he does not understand 
English well and that he had misunderstood the doctor’s statement 
that “no compensation is paid for rupture when it wasn’t gotten at 
work” as meaning that “we don’t pay nothing for rupture.” 

When I told him that Dr. H. had said that he told him that he had 
been ruptured a long time ago, Mr. V. did not flare up and call 
the doctor a liar, but he shook his big good-natured head and said— 
“No, Doctor he make mistake. I told him I get ruptured in mine 
when I lift car.” 

It is not surprising that Dr. H. misunderstood Mr. V’s description 
of the accident. It was all I could do in careful questioning to under- 
stand his broken English, and on some points I had to get an assistant 
board member of the union to act as interpreter for me. 

Mr. M. (the interpreter and union officer), when he found out about 
the case, was going to try to get compensation for him until he found 
out that under the law cases are barred if a claim petition for com- 
pensation has not been filed within one year from the date of injury. 
Thus Mr. V. has forever lost the compensation that was due him, 
and his wife and six little children have suffered during the time 
he was out of work when $12 a week would have helped them greatly. 

Miners and widows also often lose compensation because they 
attempt to fight their own cases without attorneys and are unable 
to prove their claims before the compensation referee. If an injured 
miner is not given compensation by his employers or the insurance 
carrier, he is entitled to file a claim petition with the Workmen’s Com- 
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pensation Bureau, and the case then comes to a hearing before the 
referee in the locality. Many miners and widows lose their cases, 
when compensation is justly due them, because of their own ignorance 
or the ignorance of the witnesses. They don’t know how to answer 
questions so as to do justice to their cases and in cross examination, 
foreign born people especially, get tangled up in their answers and 
say things they do not mean. 

One of the compensation referees told me that frequently he had 
to decide cases against the miners and widows, although he felt that 
they really merited compensation. He said he had to decide cases 
strictly on the basis of the evidence given before him at the hearings, 
and, while he might feel that the claimants deserved compensation, 
he can not give it to them unless the evidence fully warrants it. Often 
company lawyers are so clever that the evidence does not warrant 
awarding compensation, although if the whole truth were brought out 
at the hearings the settlements of the cases would be different. 

The company doctors are a great hindrance to the miners in getting 
compensation. While they are paid by the men through the doctor's 
fees which the companies collect from their wages, they are employed 
by the companies and as a consequence many of them are subservient 
to them. A compensation referee told me that in all the disputed 
cases which have come before him he has never yet seen a company 
doctor testify in favor of a miner or a widow. But he said that in 
almost every case a company doctor or several of them give medical 
testimony to the effect that the case in question is not compensable. 
To oppose this testimony, miners have to pay the expense of going 
to other doctors for examinations and of bringing them to the hear- 
ings to testify in their behalf. 

I have already spoken of three ways in which miners and widows 
are losing compensation: (1) by having to pay attorney fees in many 
instances; (2) by not knowing their rights and thus losing all their 
compensation through failure to go after it; and (3) by not being 
able to prove their claims before the compensation referees. There 
is also a fourth way in which miners lose compensation. That is the 
loss of partial disability compensation. Under the Workmen’s Com- 
pensation Act, if a worker is injured and returns to work at reduced 
earning power, he is entitled to 60 per cent of the difference between 
his wages before and after the accident up to a maximum of $12 a 
week. During my investigation in central Pennsylvania, however, 
I did not hear of a single case in which a miner was receiving partial 
compensation. The miners do not realize their rights in this regard, 
and, even if they did, it would be hard for them to get compensation 
because of the difficulty they would have in proving the exact extent 
of their loss of earning power. 
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The case of Joe Y. is an example of this kind of loss. I saw him 
and his wife and four little children twice at their little house in the 
Adrian Mining Camps and later verified what I found out there by 
going over the files of the Workmen’s Compensation Board at Harris- 
burg. Mr. Y. was first injured December 14, 1916. In the words 
of the employer’s report of the accident, signed by the compensation 
agent of the company, “he had set off two blasts in the coal the evening 
before which had left some of the coal hanging. He started to load 
a car when the balance of the loose coal fell, some of it striking him.” 
Two ribs were broken and there were other complications which kept 
him away from work until October, 1917, up to which time he received 
compensation. In a supplemental report of the accident the compen- 
sation agent of the company answered the question asked on the blank 
form—‘‘Has earning power been reduced as the result of the accident?” 
—by the word“No.” Yet Mr. Y., who had been a coal miner earning 
fairly good money before his accident, was put to work in October, 
1917, in the car shop at lower wages than the other day men because 
he was not strong enough to do a man’s work. He told me that he 
had been promised partial compensation, but that he had never got 
it. There was no record of his having received it at Harrisburg. His 
wages when he went back to work were only 30 cents an hour. During 
the following year and a half when other wages were raised, his 
wages were raised to 41 cents, then to 44 and a fraction, then to 45 5-9 
cents per hour, and these wages were by no means what the other 
day men were getting and much below what Mr. Y. would have re- 
ceived at the tonnage rate of his old occupation as coal loader or 
digger. He was making boy’s wages while the other men were making 
the wages of war time and of the period immediately following the 
war. This condition, in which Mr. Y. was working at reduced earn- 
ing power with no partial compensation, lasted for a period which 
lacked less than three months of being two years. On July 21, 1919, 
the unfortunate man strained his left side and back while lifting a 
car and he is now totally disabled and is receiving compensation. The 
partial disability compensation during the 91 or more weeks in which 
Mr. Y. was entitled to it, however, would have helped a great deal in 
making the family less miserable and the little children less hungry 
than they now are. 

During the month that I spent investigating these conditions I 
located forty-five cases in which miners or the widows of miners were 
losing or had lost compensation that, it seemed to me, was rightfully 
theirs. Twenty-seven of the clearest cases of compensation loss have 
been written in detail and are now on file with the Bureau of Industrial 
Research. 

The estimate of James Mark that the miners of District No. 2 lose 
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over half a million dollars a year in compensation was only an esti- 
mate, but I believe that a continued investigation similar to the one 
I made last spring would show that this figure is not too high. 


Cart Hooxstapt.—Dr. Downey has given an excellent analysis 
of the merits and demerits—particularly demerits—of the actual sta- 
tus of compensation legislation in the United States. I am in entire 
accord with every statement in his paper except perhaps that he has 
given a too rosy view of the efficiency of compensation administration 
by state commissions. It may be true, as Dr. Downey says, that 
“probably no branch of administration in this country is better con- 
ducted,” but the administration of compensation laws in practically 
every jurisdiction leaves much to be desired. It is of little moment to 
enact a compensation law, broad in scope with a high scale of benefits, 
if the injured workers do not receive the benefits provided in the 
act. To secure for the workmen the benefits to which they are legally 
entitled it is essential not only that an administrative commission be 
provided, but that the commission have an adequate claim department 
with efficient follow-up methods. Inasmuch as the commissions in a 
large majority of injury cases base their decisions upon written re- 
ports furnished by employers, physicians, and insurance carriers, it is 
fundamental that these reports be accurate, and that they tell the 
whole story. It is unsafe to rely upon the employers’ and carriers’ 
statements as to the severity of an accident. Investigations made in 
New York, California, and Illinois have disclosed the fact that the 
nature of the injuries were systematically misrepresented, the severity 
of injuries underestimated, settlements made for less than the statu- 
tory scale, and many accidents were not even reported. The com- 
missioners were unaware of this state of affairs until actual tests were 
made. Undoubtedly the same situation exists in a greater or less 
degree in every competitive compensation insurance state in the Union. 

There are, however, two points which I should like to discuss— 
points not in criticism of Dr. Downey’s paper, but rather emphasizing 
certain features not stressed by him. These two points are: (1) the 
theory upon which the basic compensation schedules are predicated, 
and (2) insurance. 

Two principles have operated in determining the amount of com- 
pensation provided in various state laws, (1) loss of earning capacity, 
and (2) social need. In general it may be said that state workmen’s 
compensation schedules are based upon loss of earning power modi- 
fied both by the employee's need and by the desire to limit the em- 
ployer’s burden. Thus, the expression of compensation benefits in 
percentages of wages clearly shows that loss of wages was a determin- 
ing factor, whereas the adoption of a sliding scale of benefits in accord- 
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ance with the number of dependents shows the effect of the social 
need factor. On the other hand, the desire not to burden the employer 
unduly finds expression in the limitations upon the amount of medical 
service, the weekly compensation payments, the periods during which 
compensation is to be paid, and finally upon the percentages of wages 
themselves. 

The ideal compensation system in my judgment would be the follow- 
ing: charge the employer or industry with the entire economic or 
wage loss resulting from industrial injuries, but distribute the fund 
so collected according to the needs of the injured workers or their 
dependents. Such a system would bring about two desirable results; 
on the one hand, because of its greater cost, it would furnish a greater 
incentive for the employer to prevent accidents, the need for which 
was so eloquently pointed out by Dr. Downey; and on the other hand 
it would allow the benefits to be distributed according to the social 
and economic need of the beneficiaries. No benefits would be paid in 
case of a fatally injured workman without dependents, as is the custom 
now. The employer or industry, however, would be charged with the 
economic loss of every industrial death irrespective of whether there 
were any dependents. In case the deceased left no dependents his 
estate would receive no compensation except the necessary burial 
expenses, and the cost of his death which would be charged to the 
industry would become a part of the accumulated fund. This fund 
would be large enough not only to pay compens. ‘ion to all beneficiaries 
according to their needs, but it would allow the commission to under- 
take adequate rehabilitation and safety work, the lack of which is one 
of the most serious weaknesses in compensation administration at the 
present time. It might be interesting to point out that the California 
Industrial Accident Commission has recently endeavored to have 
enacted into law a death benefit schedule embodying this principle. 
The California commission ascertained what it would cost to provide 
adequate compensation to dependents of those killed in industry. This 
cost was then to be allocated among all the industrial deaths irre- 
spective of dependents. That is to say, every fatal accident would 
cost the employer or industry a certain definite amount, not governed 
by questions of dependency or wages. 

Another controversial but important question in connection with 
workmen’s compensation is the insurance problem. All except four 
of the state compensation laws provide that the employers under the 
act must secure their compensation payments either by insuring in an 
authorized private casualty company, or in a state insurance fund 
where such fund has been established, or carry their own insurance 
subject to certain conditions. Of the forty-two compensation states 
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seven have exclusive or monopolistic state insurance funds, while nine’ 
have competitive state funds. All except the exclusive fund states 
allow private carriers to write compensation insurance and in prac- 
tically all except the exclusive fund states again permit self insur- 
ance under certain conditions. The superiority of one type of 
insurance over another has been the subject of considerable contro- 
versy for a number of years. 

In response to numerous requests for information, the United States 
Bureau of Labor Statistics recently made an inquiry into the relative 
merits of different workmen's compensation insurance systems. The 
preliminary summary of the results of this investigation was published 
in the December, 1920, issue of the Monthly Labor Review. Three 
tests were applied—cost, service, and security. The question of cost 
concerns the employer primarily, while questions of service and secur- 
ity affect both employer and injured workmen. 

The cost of compensation insurance to employers under different 
insurance systems may be indicated by their expense ratios. By ex- 
pense ratio is meant the proportion of the administrative expenses, 
including acquisition costs, claim adjustments, inspection, taxes, etc., 
to earned premiums. The average expense ratio of stock companies 
is approximately 3714 per cent; of mutual companies, about 20 per 
cent; of competitive state funds, about 1214 per cent; and of exclusive 
state funds, from 5 to 714 per cent. Under an exclusive state fund, 
therefore, the cost to employers would be 30 per cent less than under 
stock insurance and 12!% per cent less than under mutual insurance. 
The total saving to insured employers of the United States if all were 
insured in exclusive state funds, would be over $30,000,000 annually. 
This figure is obtained by applying the differences between the expense 
ratios of the exclusive state funds and stock and mutual companies to 
their respective annual premiums. 

As regards service, comparisons are difficult because of the great 
variations among different insurance systems. As to promptness of 
payments, there is little to choose among the different types of insur- 
ance carriers. Some of the state funds have the best record while 
some have the poorest. The same thing may be said with respect to 
stock and mutual companies. However, a comparison of the best 
managed state fund with one of the best managed private companies 
shows that the best state fund is more prompt in its payments than 
the best private company. Another significant fact developed by the 
investigation is that self-insured employers, whom one would expect 
to pay promptly, are no more prompt in this respect than either state 


*Nevada, North Dakota, Ohio, Oregon, Washington, West Virginia, Wy- 


oming. 
*Cealifornia, Colorado, Idaho, Maryland, Michigan, Montana, New York, 
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funds or private carriers. As regards liberality of payment, most of 
the state funds are more liberal in this respect than either stock or 
mutual companies. As regards accident prevention some of the pri- 
vate companies are doing excellent safety work, whereas few of the 
state funds have done any effective safety work. 

Thus far no injured workman has lost one cent of compensation 
because of the insolvency of state insurance funds, nor has any large 
mutual company become insolvent. On the other hand, there have 
been several disastrous failures of private stock companies during the 
last three or four years. These failures have resulted in hundreds of 
thousands of dollars in unpaid claims. As regards self insurance, the 
experience of twenty-one states has been reported to the United States 
Bureau of Labor Statistics. In fifteen of these states no self-insured 
employer has failed or gone into the hands of a receiver; three states 
reported one failure each, and one state reported two failures, but in 
all these cases the compensation claims were paid either by the receiver 
or through security which had been deposited. Only two states re- 
ported failures—one small concern in each state—which resulted in 
several claims being unpaid. 


Atsert W. Wuitney.—I have received the sanction of those who 
are responsible for the make-up of this program for devoting my 
remarks chiefly to a discussion of the accident prevention side of 
Workmen’s Compensation. To exhibit this in its proper relations 
requires a background of theory with which I shall have to ask you to 
be patient. I believe this point of view is particularly worth present- 
ing in full at this time, not only in order to clarify the situation in 
Workmen’s Compensation, but as a background for tendencies which 
are increasingly to be seen in all lines of insurance. 

Insurance has reached a stage in its development which is compar- 
able to that point in the development of industry at which attention 
is directed to the utilization of by-products and to the importance of 
secondary effects. 

The primary products in the slaughter of an animal are the meat and 
hide, and in the early and casual development of butchering this was 
all that was saved. Now, however, in large packing houses every bit 
of the carcass is used. The complete utigization of the by-products 
in the production of kerosene and gas is a matter of common know- 
ledge. 

A somewhat similar situation, and one which is even more closely 
analogous to the case of insurance, is the development of lumbering. 
The primary effect of cutting timber is the production of lumber, but 
the secondary effect is denudation of the ground and consequent 
floods. A more intensive application to the problem of producing 
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lumber requires a study of these secondary effects and some appro- 
priate action such as reforestation. 

Insurance has secondary effects which have been given little con- 
scious consideration up to the present time, but which should now have 
attention. The primary object of insurance is to provide indemnity 
to offset the evil consequences of loss, and the effect upon the assured 
is relief from uncertainty. The primary result of relieving the assur- 
ed of uncertainty is an ease of mind which forms the foundation for 
satisfactory personal and business relations. Neither business nor 
the life of the individual can be free to reach its greatest development 
when its foundations are insecure. 

Along with this primary effect, which is wholly good, goes however 
a secondary effect which, while relatively less important, is, so far as 
it goes, wholly bad; I refer to the lessening of personal responsibility 
which accompanies this easement of the mind. If I know that my 
house is fully insured I shall not be quite so careful in carrying a 
lighted candle into the attic or in getting some unsafe condition in the 
electric wiring remedied. If I have liability insurance on my auto- 
mobile I shall be somewhat more willing to have my son drive it even 
though I know he is an inexperienced driver. The possibilities in 
the way of an adverse secondary effect in insurance, however, go 
beyond mere carelessness into the field of actual criminality. If my 
automobile is well covered with fire insurance and I am in need of 
money, I may be tempted to burn it to secure the insurance. 

It is evidently the duty of the insurance company and the public 
for the protection of both to see that this adverse secondary effect is 
reduced to the lowest possible terms; the first moves in this direction 
are, first, an insistence upon an insurable interest as a condition for 
recovery and, second, the avoidance of over-insurance. When, how- 
ever, these two obviously proper conditions are met we come back to 
the effect of that general lessening of personal responsibility that insur- 
ance brings with it. Fortunately this is not nearly as important as 
it might be, because of the fact not merely that insurance does not 
cover the whole of the value, but that there are values of a wholly 
different character which in the nature of things cannot be covered. 
I refer to what may be called sentimental values. My home has a 
sentimental value to me that is outside the range of insurance, and 
my family, and I myself; have an interest in my life which is quite 
outside of its earning value. This sentimental value has had the effect 
of so minimizing the adverse effects of insurance that these adverse 
effects have largely escaped attention. 

Now, however, we have distinctly come to an era in the world, and 
in this country in particular, when the by-product and the secondary 
effect must be taken into account. The margin of profit today lies 
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wholly in that field. This is the age of the multiple-cylinder engine, 
of conservation, and of the efficiency expert. The first rush when 
only the primary product and the primary effect were of importance 
has passed and an era has come in which the field must be more care- 
fully gleaned. 

In the field of insurance then the case stands as follows: insurance 
is an instrument with a primary effect, wholly good, of relieving uncer- 
tainty and preventing the effects of misfortune, and with a secondary 
effect, wholly bad so far as it goes, of decreasing individual respon- 
sibility and opening the door to possible fraud. What, under the 
urge of this increased modern sensibility to secondary effects, should 
be our reaction to this adverse quality in insurance? 

I venture to assert the thesis that the public welfare demands that 
the operation of insurance shall not decrease the sum-total of individ- 
ual responsibility. This is only asking insurance to clean up whatever 
bad conditions it has itself produced. It has produced a marvelous 
new order in which the complexities of modern life and business can 
be carried on in comparative security, but in doing so it has shaken the 
foundations of personal responsibility and opened the door to abuse. 
The public, even granting that what is good in insurance far out- 
weighs what is bad, may nevertheless properly say to the insurance 
companies that their duty does not end when they have developed to 
the greatest possible extent the positive, helpful effects of insurance, 
but that they must also do all in their power to minimize its evil 
effects. 

The implications of this public admonition to look after its second- 
ary effects are significant. The way in which insurance solves the 
primary problem of relieving uncertainty is by mass-action, by group- 
ing a large number of risks together and thus securing the working of 
the law of averages. The secondary problem must be solved in the 
same way, that is, by mass-action. It is impossible to replace individ- 
ual responsibility on the basis of immediate self-interest; that is gone; 
the best that the insurance company can do is to substitute something 
else for personal responsibility and since it has already associated 
many risks together for the sake of securing an average it may very 
naturally take advantage of that fact to institute preventive actions 
of a collective nature whose sum-total will be equivalent to the sum- 
total of the personal responsibility that has been lost. 

There are various activities of a collective nature, their character 
depending upon the particular type of insurance concerned, that can 
be carried on by the insurance carrier to prevent loss; for instance, 
the excellent survey of conflagration conditions in the cities of the 
country by the National Board of Fire Underwriters, the standardiza- 
tion work of the National Fire Protection Association and of the 
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Underwriters Laboratories, the excellent work in factories of the New 
England Mill Mutuals, the nursing and tuberculosis work of the 
Metropolitan Life Insurance Company and of the German social insur- 
ance system. Each of these has either largely or completely made 
up for the effect of lessened personal responsibility among the assured; 
each of these is a piece of work that is possible only through collective 
action, and furthermore there is no agency which so naturally can 
undertake this work as the insurance carrier because the insurance 
carrier already has intimate relations with the assured and its interest 
is recognized to be direct and immediate. 

Such activities as these are already in operation. All that I desire 
to do is to show that such activities are a logical and necessary corol- 
lary to the concept of insurance, that the institution of insurance is 
not a complete social instrument, not merely not adequate for work 
that needs to be done, but not complete in the sense of fulfilling its 
own intrinsic nature, until it makes use of mass-action not merely in 
averting the evil effects of misfortune but in preventing the misfortune 
itself. I believe the public may rightly insist for its own protection 
that the insurance carriers take this larger view of their respon- 
sibilities. 

Insurance may thus become not merely one of the great fiduciary 
and distributive agencies of the country but one of the great conser- 
vators. Intermediate between the direct self-interest and personal 
responsibility of the individual and the action of the state for the 
benefit of its citizens will come this organized effort of the insurance 
companies, substituting mass-action for the individual efforts of its 
policyholders but yet more immediately controlled and inspired by 
self-interest than in the case of state action. With greater flexibility 
than state action and with greater power than individual action, with 
the theoretical effectiveness of socialism but without its dangers and 
practical inefficiency, the conservational activities of insurance may 
turn out to be as important an instrument in the organization of our 
life as its present distributive activities. 

I have not undertaken to differentiate between the preventive pos- 
sibilities in the various lines of insurance. This is not the place to do 
this in detail; in passing, however, I may acknowledge that the 
problem is very different in different fields. The intrinsic value of 
living and the distaste for pain are sufficient to make the secondary 
effects in life insurance and in workmen’s compensation relatively 
much less important than in fire insurance, for instance, where the 
consequent loss of personal responsibility may be one of the largest 
contributory items in the make-up of the hazard, of such magnitude 
in fact that it will be a serious question whether preventive activities 
are feasible which will be a complete offset. 
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It is evident that in the last analysis insurance must be judged by 
its net effects; the good results of insurance in the elimination of 
uncertainty appearing on one side of the ledger and the results of 
lessened personal responsibility on the other. A more accurate for- 
mulation of my thesis would then be that the public welfare demands 
that this debit side be reduced to the. greatest extent possible, and 
even where feasible turned into a credit. In some cases even with 
the best endeavor there may remain a debit item; in other cases this 
may be converted by the preventive work of the company into a credit 
so that in that case insurance both in its primary and secondary 
effects will be a positive public benefit. 

One of the ear-marks of a correct solution or of a truly fundamental 
development is the fact that it clears up a larger field than that for 
which it was designed. That is the case here. The preventive activ- 
ities of insurance are not only good theory but good business. The 
saving to be had is far greater than the expense involved. It is on 
this basis that the already very considerable developments in this 
field have been carried on. 

In this connection I may point out, however, one more practical 
consideration which is not obvious at first sight. If the rates for 
insurance become too high an adverse selection takes place; there will 
be a tendency for the careful not to insure and the average character 
of the insured risk will deteriorate. This will immediately show itself 
in a bad experience and it will drive the rates still higher, and so on 
in a vicious circle. There is no way of breaking this circle from the 
inside except in a limited field where a compensatory selection is 
possible; that is, in general, insurance in its purely fiduciary and 
distributive capacity is helpless. The circle must be broken from 
the outside, that is, by bringing the preventive forces of insurance to 
bear upon the problem. Insurance for its own best interests and for 
the continuance of its existence must adopt preventive measures. 

I may now connect this with the subject in hand. There is so little 
in Dr. Downey’s paper that I have to disagree with, and that I can 
do other than commend, that my function is rather to pick up the 
loose ends of the program. One of these is prevention; it is not 
enough to consider workmen’s compensation merely as compensation; 
workmen’s compensation must bring about prevention or it is a failure. 
In the last analysis the fundamental question is what workmen’s com- 
pensation has done to decrease industrial accidents. 

What I have had to say with regard to the place of prevention in 
insurance applies to a very considerable degree to workmen’s com- 
pensation even though there be no insurance system underlying it. 
For the shifting of the financial responsibility for accidents from the 
employee to the employer has the essential characteristics of insurance. 
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It measurably relieves the workman of uncertainty and of the evil 
effects of accidents. It places this responsibility upon the employer, 
and the very fact that he has a number of employees provides to a 
degree for the working of the law of averages and makes it feasible 
for him to institute action of a preventive nature which will be collec- 
tive so far as his employees are concerned. 

In some cases the particular plant is so large that for practical 
purposes it may be safely taken as an insurance unit; this is then 
self-insurance. In most cases, however, the number of employees is 
not large enough to yield a wholly dependable average and the em- 
ployer seeks outside insurance, which has the effect of increasing the 
field over which the losses are spread. 

In both cases, however, the general tendencies are the same, and 
the line of reasoning that has been developed can be applied. The 
very fact, for instance, that the law now places the responsibility for 
accidents upon the employer may to a certain limited extent develop 
a carelessness among the employees as well as a tendency to malinger. 
The compensation law looked at as an assurance of indemnity by 
the employer to the employee may well as a corollary, therefore, carry 
with it a compulsion to be exerted by the state upon employers to 
institute preventive action in their plants. As a matter of fact, 
exactly this has happened in a number of states. The minute that 
the obligation of the employer is fixed to pay compensation that 
minute he also becomes obligated, if not under the law then by equity, 
to prevent so far as he is able the accidents that the law requires him 
to compensate. 

The situation is not fundamentally changed when there is insur- 
ance. To the extent to which the employer through insurance is 
relieved of responsibility to that extent the insurance company is 
obligated on the grounds of public equity to prevent so far as possible 
the accidents that it insures against. 

I have purposely emphasized the fundamental equities of the situa- 
tion rather than the hard business sense which underlies preventive 
action. But in passing I may say that the whole development of the 
rating feature of workmen’s compensation insurance has given an 
* enormous impetus to the prevention of accidents as a sound business 
policy. The nub of this lies first in the development of rates that so 
far as is humanly possible will exactly fit the hazard of each individ- 
ual risk, and secondly in correlating these rates with the conditions 
and experience in the plants, first in as great detail as possible and 
secondly with the greatest possible clarity. When this has been done 
it means that the employer will be shown exactly where and how his 
accidents occur, exactly what effect certain accident-producing causes 
have upon his rate and exactly how much he can reduce his rate by 
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removing these malign conditions. Such rating as this acts as an 
incessant economic stimulus upon the employer to improve his plant. 

As you have realized, the general tendency of my remarks has been 
in the direction of prevention because I have felt that the program 
was deficient in this respect; but at this point it is evident that what 
I have to say connects immediately with the subject of Mr. Verrill’s 
paper, for the development of the statistics of accidents both as to 
nature and number and severity and cause provides the material for 
the type of rating system that I have described and, therefore, acts 
strongly in the direction of prevention. 

In passing also may I refer to the very great accomplishments in 
the workmen’s compensation field during the last ten years. I can 
thoroughly agree with Dr. Downey as to the things that still need to 
be done, and it is well on such an occasion as this to stress these; 
but, nevertheless, the progress during these first ten years of com- 
pensation has been remarkable. And this has been particularly so in 
the field of rating. Workmen’s compensation probably presents 
greater difficulties in rating than any other ordinary type of in- 
surance; it has all the complications of life insurance and of fire 
insurance and then some more of its own. There is much more to be 
done in making rates right, but, nevertheless, the main features of the 
problem have been solved and solved in such a way as to be already a 
most valuable instrument for accident prevention. 

It is not an easy matter to make a statistical estimate of what has 
been accomplished by workmen’s compensation in the prevention of 
industrial accidents, for the conditions themselves have been chang- 
ing. It is much simpler to state what is possible and what has actually 
been accomplished in individual cases. It can safely be said that it 
is entirely feasible without departing from a sound economic basis to 
cut the cost of accidents (including the lowering of industrial effi- 
ciency ) in the average industrial plant in two. I admit that this is an 
ideal that has not been generally attained and yet more than this has 
been accomplished in hundreds of plants. The net annual saving of 
the United States Steel Corporation in accident cost, after the cost of 
its safety work has been taken out, is stated by it to be a million 
dollars a year. It is not an uncommon thing for a plant to get a 
credit of 40 to 50 per cent in its insurance rate on the basis of its 
actual experience. Most of what has been accomplished can be 
credited to workmen’s compensation either directly or indirectly. 
The problem of the future is how to extend this preventive action into 
all corners of the field and into all plants however small, and how to 
push it still further and make it permanent without at any time getting 
away from a sound economic basis. And, if I may again emphasize 
the thesis of this paper, this is largely a problem of insurance and 
very distinctly a problem of workmen’s compensation. 
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THE ECONOMIC BASIS OF FEDERATION IN CENTRAL 
AMERICA 


By Harry T. 
The University of Pennsylvania 


One hundred years ago the independence of the Vice-Royalty 
of Guatemala was declared. This territory, which then consti- 
tuted all of Central America, had for almost three centuries pre- 
vious been a dependency of Spain. For two decades after the 
declaration of their independence the several states were members 
of a centralized government known as the United Provinces 
of Central America. The causes which undermined and finally 
brought about the disintegration of the federation are in no sense 
an integral part of this discussion, nor is it necessary to recount 
the various reorganizations, and numerous attempts at reorgan- 
ization, which have marked the checkered career of these states 
during the century of independence now closing. The hope that 
a single flag should wave over a federal republic has never long 
been out of mind in one or more of these countries. 

To plunge “in medias res”——-By covenant signed in San José, 
Costa Rica, on January 19 of this year (1921), the states of 
Guatemala, Salvador, Honduras, and Costa Rica agreed to form 
a federation to be known as the Republic of Central America. 
Nicaragua was represented at this preliminary conference but 
declined to sign the agreement because the state did not wish to 
impair her treaty-making powers, under the arrangement with the 
United States regarding a canal across her territory. Costa 
Rica, too, failed by a narrow margin to ratify the covenant signed 
by its delegates. On September 9 last, however, in Tegucigalpa, 
the capital of Honduras, a constitution was signed which united 
the three states of Guatemala, Honduras, and Salvador into a 
sovereign and independent federation to be known as the Republic 
of Central America. Such a federation has been functioning 
since October 1, 1921. 

So much for the historical facts as a setting. The political 
provisions in the new state I may omit entirely. The question 
for discussion here is rather: Does the economic environment 
in the Central American states justify federation, and if so, what 
phases of national development will federation promote? 

The new republic has a population of over 4,000,000. Racially 
and economically the peoples now in the union, as well as those of 
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the two states which have not yet joined, are bound together by 
ties centuries old. The governing classes in all of the states are 
of Latin origin—descendants of Spanish colonists. The governed 
classes, with all their various proportions of whites, Indians, lad- 
inos, and other mixtures, show remarkable similarity in religion, 
interests, aptitude, and native ability. Economically all the 
countries are confronted with the same problems—the develop- 
ment of their natural resources, which are largely agricultural, 
and the creation of facilities for placing their products more 
readily in the hands of the ultimate consumers, either at home 
or abroad. And from foreign countries must come to all alike 
manufactured products. 

The development and exportation of Central American prod- 
ucts, and the resultant importation of manufactured articles 
rest upon certain economic bases: (1) the creation of a stable 
government, (2) the reduction of government expenses, (3) the 
reform of the present currency and banking systems, (4) the 
creation of better conditions both for borrowers and lenders, in 
foreign investments, (5) the development of transportation, both 
railroad and shipping, (6) the extension and stimulation of for- 
eign trade. It is the purpose of the writer to regard these as the 
economic bases, the establishment and improvement of which are 
made more feasible by the new federation, and indeed justify its 
existence. 

One of the greatest hindrances to economic development in Cen- 
tral America during the past hundred years has been instability 
of government. This instability, it may be asserted, is political 
rather than economic. But government is, or should be, “for the 
people”; it exists merely to satisfy national wants. In Central 
American states, however, government has only too often existed 
chiefly for the benefit of professional politicians who by revo- 
lution after revolution have subverted existing régimes only to 
replace them by others equally unstable. The Central American 
mother who, pointing with pride to her young son, said that he 
was a likely boy and would doubtless grow up to be a “good re- 
volutionist,” may have made an uncommon assertion; the senti- 
ment unfortunately is only too common. Nothing will contribute 
more to economic advancement in this territory than the substitu- 
tion of some peaceful means of changing governments without the 
subversive and costly accompaniments of revolutionary overthrow. 

In this matter the new federation has a wide field for activity. 
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A united republic of even three states can do much to give its 
inhabitants a part in the actual manipulation of government, and 
can protect the life and property of both natives and foreigners 
against aggression by any self-constituted leader. A centralized 
government may inspire or, if necessary, compel a spirit of com- 
promise and respect for a minority—something unknown to re- 
volutionary leaders. This inability to maintain a stable govern- 
ment in the past not only retarded social and economic progress; 
it has jeopardized even national existence. Incapacity or inabil- 
ity to secure to the life and property of foreigners that pro- 
tection which modern international law demands, endangers both 
the sovereignty and the territorial integrity of weak nations. 

The encroachments of foreign nations will have no justification 
if the new federation can demonstrate that the central govern- 
ment is permanently in control, and that this control can be 
changed only by the will of the people, expressed in a legal election. 
With an illiteracy running from 50 to 85 per cent, this means a 
campaign for better education; with land holdings largely in the 
hands of the wealthy it means a new policy of farm ownership; 
with a people little accustomed to government control or to legal 
restriction, it means an entire reorganization of civic life. This 
is indeed a task of no mean proportion. But if accomplished by 
the new federation, stabilization of government will be the first 
step toward a social and economic development previously un- 
known to this region. 

But stable government alone will not introduce a millenium. 
Such a government must pay its way. In the reduction of ex- 
penses the new state may find a second economic basis which will 
justify its existence. 

The heaviest expenses of Central American governments in the 
past have been incurred for military purposes. The constitution 
of the new state proposes that the army shall be exclusively under 
the orders of the central Federal Council and that the separate 
states shall maintain a police force only. It is declared to be 
“necessary and expedient that the Federation should reduce arma- 
ments and armies to the strictly necessary so as to return hands 
to farming and manufacturing.” Such a program, if faithfully 
carried out, should reduce the total cost of military forces for 
the whole federation to less than it has been for any of the individ- 
ual member states. To this financial advantage the constitution 
rightly adds the great economic advantage that will accrue when 
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men whose business as soldiers has been destruction are returned 
to fields of production. A further reduction of expenses will 
come from the elimination of many petty officials at home, and of 
foreign representatives abroad. The latter are justifiable but 
expensive; the former have been largely “plum-pickers” whose 
only justification has been that they kept out of office another 
horde equally greedy. It is in the power of an efficient Federa- 
tion to abolish this nuisance. 

The failure of Central American revenues and expenditures to 
balance, however, has not been due solely to the extravagance of 
the expenditures. Much of the difficulty may be laid at the door 
of inadequate and inefficient collection of revenues. Tax systems 
are notoriously deficient, and even the sums collected ‘often find 
their way into channels entirely different from those originally 
intended. 'Too much power over public money has lain in the 
hands of reckless presidents and subservient congresses. These 
conditions the new central government can rectify (1) by includ- 
ing in the tax lists much taxable property and many taxable 
persons that have hitherto known how to evade payment, and (2) 
by dedicating public funds to public purposes. 

In connection with the reform of public finance the new state is 
planning a revision of the currency and banking systems, for which 
purpose a special committee has been appointed. Guatemala and 
Honduras are still on a silver basis and the peso of each country 
fluctuates according to the commercial value of silver. Salvador, 
with a gold standard, has a different unit, the colon. Monetary 
conditions within all of the countries are bad. The circulating 
medium is old, dilapidated, and inadequate for the necessities of 
exchange. Specie has largely been driven from use by printing 
presses that have worked overtime. These conditions hamper 
domestic business, retard trade intercourse among the different 
countries, and have involved Central American exchanges in fluc- 
tuations which render foreign business transactions precarious. 
The fluctuation in the value of national monies has had an import- 
ant bearing too on the payment of government expenses, since so 
much of the national income must be used to pay interest on for- 
eign indebtedness. With the price of silver rapidly declining 
after 1890, receipts from import or export duties in silver remain- 
ed more or less constant, while payments of interest on foreign 
debt increased enormously when depreciated and depreciating sil- 
ver in the government coffers had to be converted into gold. If 
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the new Federation will establish a common monetary unit with 
a gold standard, reéstablish paper currency with an adequate 
reserve, and inaugurate a banking system which aims to serve 
business interests, it will be taking a long step toward the promo- 
tion of economic welfare. 

Thus far we have been considering interests which the Federa- 
tion may promote by attention to domestic problems. But the 
welfare of Central American states is closely bound up with 
nations outside of the Isthmus. With the exception of mining 
resources, the prosperity of every part of the territory depends 
upon products of the soil. Coffee, fruit, sugar, hides, rubber, 
cacao, and lumber are, and of necessity will be, the life blood of 
progress to this region. But these are already produced in quan- 
tities far larger than domestic markets can absorb. They must, 
therefore, be sold abroad. On the other hand, no country in 
Central America is a manufacturing center, nor indeed ever will 
be. The “law of comparative cost” decrees that this region shall 
find its highest economic possibilities in producing from the soil 
for export and in importing in return foreign manufactures. 
Central America can never be self-sufficient. This implies foreign 
trade and, in countries as undeveloped as these are, foreign invest- 
ments. 

The potential wealth of the new state is enormous and the 
world wants the products of its plantations and forests. Central 
American agriculture is, of course, no stranger to foreign capital 
but the amounts invested are small compared with the possibilities. 
The task of the Federation will be to improve the conditions under 
which the states obtain this capital, and to afford the lending 
nations that security without which money hesitates to leave 
home. The present undeveloped state of the territory is largely 
due to a failure to obtain on favorable terms the means of 
developing resources, and of providing adequate transportation 
facilities for exporting and importing. 

Hartley Withers has well said: ‘No one who writes of inter- 
national finance runs any risk of being ‘gravelled for lack of 
matter.’ The story of foreign loans to these countries is a long 
and sad one. It is a tale of ruinous rates of interest; a story of 
borrowings whose proceeds have been reduced half by scandalous- 
ly high commissions, greed of local officials, or manipulations of 
unscrupulous speculators. From 1867-1870 Honduras contract- 
ed loans in London and Paris to the amount of £5,398,570, bear- 
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ing from 5 to 10 per cent interest, to build a transcontinental 
railroad from Puerto Cortez to the Gulf of Fonseca. But the 
greater part of this loan was divided between officials of the 
republic and the promoters, so that less than fifty miles of rail- 
road were actually built. And these loans were made in the face 
of the fact that for forty years previous to 1867 the Republic 
of Honduras had defaulted in its portion (amounting to only 
£27,200) of a loan issued in 1825 to the Federal States of Cen- 
tral America. When a sovereign state which has for forty years 
been in default of a payment of £1,632 per year negotiates a 
foreign loan calling for an annual payment one hundred times 
that amount, there is either unusual temerity on the part of the 
issuing house or there are profits that accrue outside of the cus- 
tomary channels. On one occasion a Central American state 
agreed to pay in interest on foreign bonds 20 per cent more than 
the annual revenue of the country. Nor have all the misfortunes 
connected with foreign borrowings come from high rates of inter- 
est or from proceeds discounted by greed or dishonesty. With a 
strong government undeveloped resources often borrow foreign 
capital; with a weak government foreign capital frequently bor- 
rows the resources. From this the Isthmus has suffered. Much 
of the east coast is, in language, industry, and business practices, 
more foreign to its own capital cities than to the United States 
or certain European countries. Foreign capital has too often 
spelled foreign control. 

Kut there is another side to this picture. The unfortunate 
conditions of foreign loans are not due solely to the cupidity of 
lenders from across the sea. The states themselves are largely 
to blame for their financial straits. High interest rates and 
heavily discounted proceeds are a natural and justifiable business 
practice when there is the gravest doubt about the payment of 
any interest at all, or even the return of the principal. On a 
foreign debt of Honduras, amounting to £5,398,570, as stated 
above, the arrears of interest, January 1, 1921, had risen to 
£22,326,112, or almost four times the principal sum. No inter- 
est has been paid since 1872. International financiers do not 
rush in where angels fear to tread, at least not without exacting 
something for their risks. The financial history of Guatemala 
shows that the country defaulted on its share of the debt of the 
first federation of Central America from 1825 to 1856, that after 
a loan of £500,000 had been made in 1869 both this and the pre- 
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vious debts went into default in 1876. Refunded in 1888 with a 
reduced principal, the government again defaulted in 1894. With 
reduction after reduction of the principal in refunding operations, 
a new loan was arranged in 1895 to be financed by a tax of $1.50 
gold on each bag of coffee exported. But three years later the 
stipulated tax was reduced, and the custom receipts from it were 
appropriated for other purposes. No interest at all was paid 
from 1898 to 1913. 

But capital must be secured abroad. Industrial development 
is impossible without it. The greatest export industry of the 
Isthmus—the banana industry—is solely the development of a 
single American corporation—the United Fruit Company. Gua- 
temala has been called, from a financial point of view, a German 
colony. Federation can perform a worthy service by giving the 
new state such standing among the nations of the world as will 
allure funds for the extension of industrial life. Transportation 
needs similar help. Such meager facilities as exist are due to 
foreign investments, and much needed extensions can come only 
from outside loans. ‘Tegucigalpa, the capital of the new republic, 
has no railroad connection with either coast. To be sure this 
city is connected to San Lorenzo, at the Gulf of Fonseca on the 
Pacific, by the finest automobile highway in Central America, but 
the juicy ten cents a mile paid to our lawmakers journeying to 
legislative gatherings would lose their juiciness for the delegates 
to the Federal Council from the several states when the eighty-one 
miles by automobile cost thirteen cents gold per mile. Transcon- 
tinental railroads have been the dream of every state in this 
region, and their partial realization has cost millions. Guatemala 
possesses such a railroad, yet elsewhere in that country, as well 
as in Salvador, and Honduras, transportation is still largely car- 
ried on by ox-carts or mules. Railroad builders in this territory 
have taken thought for bananas rather than beings. Indeed, 
often the easiest and quickest route from one Central American 
country to another is via a Gulf port of the United States. 
Letters from San Francisco to some of these countries require 
more time, and are less certain of delivery, than if destined for 
Hong Kong or Constantinople. 

Why weary with details? If the new federated government can 
guarantee, and substantiate its guarantee, that foreign loans will 
not be repudiated or swallowed up by greed and dishonesty, that 
interest will be paid in full, and that money loaned will be used to 
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build up the industries, on this one economic basis it will justify 
its existence. 

But all economic roads in Central America lead to foreign 
trade. Stable government, the reduction of national expenses, 
the improvement of conditions pertaining to foreign loans, the 
establishment of adequate transportation are only steps in the 
right direction. Their full fruition will come when the level of 
living of these people is raised by the introduction of modern 
commodities and services purchased through the sale abroad of 
surplus products. No federating of states can change the char- 
acter of the products. But in a region which nature has so 
richly endowed, the possibilities of expanding the exports and 
consequently the imports are practically unlimited. Let the cen- 
tral authorities assure the farmer that his cattle will not become 
the prey of a band of marauders, and this region will become one 
of the meat producing areas of the world; let it be made possible 
for silver, gold, and other minerals to reach the lanes of commerce 
by rail instead of on the heads of Indians or the backs of mules, 
and mining will develop ; let the valuable woods, so useful in mod- 
ern commerce, find a way to reach manufacturing centers without 
traveling for days at prohibitive cost over roads knee deep in mud, 
and lumbering will flourish. On the other hand, let textiles, 
machinery, flour, boots and shoes, mining materials, chemicals, 
electric equipment, hardware, and hundreds of manufactured pro- 
ducts find a way to reach the common people, and the economic 
awakening of Central America is at hand. Vexatious tariff duties 
now hinder imports and hamper trade. These duties, together 
with fees, licenses, business taxes, petty regulations, and lack of 
transportation, now boost the selling price of the foreign product 
to from three to five times the original cost. If the new com- 
mittee appointed to unify the tariff laws of the different states can 
establish a common tariff, permitting ready entrance to foreign 
products and promoting their circulation from country to coun- 
try within the Republic, if it can abolish the artificial hindrances 
to business enterprise, the present foreign trade both in exports 
and imports will be doubled or trebled. 

Do the economic bases of Central American life justify federa- 
tion? They do. The problems of development here presented 
are fundamental and still await solution; but a single nation of 
five states, or even of the present three, with a united front and 
a uniform policy in commerce and diplomacy, will gain a world 


{hon 
¥ 


176 American Economic Association 


position far superior to any which petty individual states, separ- 
ated by the mutual jealousies and hostilities of former days, can 
ever hope to attain. Such a position resulting from union spells 
progress. The future alone will determine the success of this new 
Federation. 
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ROUND TABLE CONFERENCE ON THE TEACHING OF 
ELEMENTARY ECONOMICS 


E. L. Bocart, Chairman 


The Round Table on Wednesday afternoon on the Teaching 
of Elementary Economics was attended by a large gathering. 
In this meeting the first four speakers presented, in an informal 
way, remarks which they had been asked in advance to prepare. 
After these set speeches there was a general discussion. ‘The 
following summary is based upon notes taken by the chairman. 


H. L. Lutz, Oberlin, spoke of the aims and objectives of the 
course in elementary economics. These appear to depend largely upon 
the character of the course to be taught, and the previous training 
and background of the students themselves. Professor Lutz stated as 
his conclusion, after some years of observation, that the students are 
not ready to undertake the study of elementary economics, using such 
a text as Taussig’s Principles, before the Sophomore year. 

For such students as he had come in contact with he found the 
following propositions to be true: (1) They lack, generally speaking, 
the background of knowledge of the details of our fundamental eco- 
nomic processes, and of the structure of mdoern industrial society. 
This is a new world to many of them, in which even the terms and 
concepts so familiar to us are foreign to their previous experience. 
(2) Most of these students do not intend to become specialists in the 
subject. Their principal interests are elsewhere, and they are taking 
one or more courses in economics as a part of a well-rounded educa- 
tion. (3) Whatever their special interests may be in college or in 
after life, they have discovered that they must of necessity become 
citizens, and must look forward to assuming their part of the respon- 
sibilities that accompany this privilege. 

Having in mind these needs of the students whom we are called upon 
to teach, we may discern at least three principal objectives of the 
course: (1) The course must be sufficiently concrete and descriptive 
to give the student some familiarity with our economic institutions, 
as well as with the terms and concepts of the science. (2) The 
student must be trained, as well as may be, in the method and the 
character of economic reasoning. These are in such marked contrast 
with the exact reasoning and rigid proof of the sciences which he has 
hitherto studied that he is likely, at first, to be skeptical of the results 
which we reach. Economics, properly taught, becomes an excellent 
discipline in the development of judgment. (3) The end and goal of 
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teaching of economics, therefore, must contribute to this end or it 
fails in its highest purpose. 


H. T. Cottines, University of Pennsylvania, discussed briefly the 
“Content of the Course’ in elementary economics, as given in the 
Wharton School. The course in elementary economics is taken by 
Freshmen. The class of about 1000 is divided into three groups of 
from 300 to 350 for lecture purposes—one hour per week. The 
students, divided into 35 recitation sections, meet twice a week under 
the direction of nine instructors. The work, therefore, consists of 
one hour of lecture and two hours of recitation each week throughout 
the year. 

A different text is used each year in order to avoid getting into ruts 
in questions and examinations. In addition to this book supplementary 
texts are used, of each of which there are about 100 copies in the 
Library. From these are assigned ten to thirty pages per week, 
according as the material in them fits in with the subject under dis- 
cussion. Besides this the students are given each week from one to 
fifteen pages of mimeographed material taken from newspapers, maga- 
zines, or other texts, with a view to making the course more interesting 
by presenting material concerning present day economic problems. 
There are also mimeographed each week from ten to twenty questions 
dealing with the lecture, the class text, or the supplementary readings. 
These questions in the hands of the students form the basis for much 
of the class discussion. 

The content of both lecture and recitation is governed largely by 
the method of approach. Economics is regarded as the science of 
business, and its principles are approached from the business point of 
view, thus emphasis is laid upon the business side rather than upon the 
sociological or psychological. 

The lecture each week deals with a single subject such as land, 
money, profits, etc., even theugh the text used may not treat such 
topics separately and specifically. The subject is considered under 
three or four subheads, each of which deals with some principle 
relative to the matter in hand. These subheads are expanded by the 
presentation of business phenomena, particularly illustrating the vari- 
ous phases of the subject. At the close of the term a mimeographed 
sheet is placed in the hands of each student, giving each of the subjects 
in the order of presentation, together with an indication of all assign- 
ments in texts and supplementary material, so that the student may 
have before him an outline of the content of the course and may see 
the relation of each subject considered to such general fields as pro- 
duction, exchange, and distribution. 

Less need be said with reference to the content of the recitation. 
The endeavor in the two recitation hours each week is to encourage 
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the students to discuss the basic principles, to see their application in 
business, and to understand their connection with business life. The 
recitation endeavors to avoid controversial matter; hair-splitting dis- 
tinctions are omitted since it is believed that these have no place in an 
introductory course. 

The entire content of the course is so organized that all sections 
have the same lecture, the same text assignments, and the same supple- 
mentary material and questions each week. All classes, too, take the 
same examination at the end of the month and at the end of the term. 
So much uniformity seems necessary with a large group of students 
taught by nine or ten different instructors. It should be added, how- 
ever, that beyond this uniformity of content the teaching in the various 
sections is entirely individual. In the Wharton School, therefore, the 
aim is to use the combined knowledge to make a uniform course as 
far as its content is concerned, but each instructor is left entirely free 
to present this material in the way which his training and personality 
dictate. 


C. O. Ruaeies, Ohio State University, in discussing the teaching of 
the elementary course said that it is advantageous to consider, first, 
the place of the study in the curriculum; second, the content of the 
course; and third, the method of teaching. 

It would appear, he said, that we have reached a point where we 
ought to give some work in elementary economics in the Freshman 
year. Indeed if we are to have voters practicing in the field of applied 
economics, it will be necessary to introduce some study of elementary 
economics into the secondary schools. This does not mean that we 
are to take what has been recognized as a proper course for college 
Sophomores and give it to Freshmen and to those in the secondary 
schools. But it does mean that students of economics ought to be 
giving serious consideration to the preparation of materials that will 
be suitable for the secondary schools and for college Freshmen. 

It is sometimes urged that the elementary course should not attempt 
to cover so many topics; that a more intensive study of some phases 
of the subject would be better. This would be a very good plan if 
all students were to take the advanced courses. If there is to be a 
course in the Freshman year it might be possible to make some reorgan- 
ization of the work so as to give a more general survey in the Freshman 
year, followed by a more intensive course in the Sophomore year. 
But if nothing is given in the Freshman year, the course for Sopho- 
mores should not be too limited in scope. Too many college students 
drop out before they become Juniors, and the curriculum ought to be 
so arranged that a student will have had a course furnishing him an 
introduction to the general field of economics by the time he has had 
two years in college. If it is necessary now to apologize for suggest- 
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ing that a student ought possibly to have work in the principles 
of economics both in the Freshman and Sophomore years, it will not 
be necessary much longer. 

As to the method of teaching the elementary course, it would appear 
from our experience, especially in recent years with very large classes, 
that the lecture method is of very little value. It may, however, be 
advantageous to have class schedules arranged so that all students 
taking the elementary course can be called together at the same hour 
for uniform examinations. If the reply is made that it is expensive 
to handle large elementary classes in small sections, it ought to be 
appreciated that educational institutions now spend large amounts 
for equipment, instructors, and laboratory assistants in science, and 
therefore those responsible for results in the field of the social 
sciences may insist on a sufficient amount of individual work on the 
part of students taking the course to accomplish satisfactory results. 

It would appear, too, that the very large numbers now taking 
elementary economics should give opportunity to select, through intelli- 
gence tests, the students who can be given a course much more difficult 
than can be given to all students. This is particularly important in 
state universities where students from some of the colleges are required 
to take the work while those from other colleges may elect it. Any 
one who has had experience with alphabetical sections of a thousand 
such students will doubtless feel that there is something of promise 
in the plan here suggested. 

The social significance of the study of elementary economics justi- 
fies careful consideration of the possibilities of its introduction even 
into secondary education and warrants the demand for sufficient funds 
to offer it in a satisfactory manner in our universities. 


Professor E. E. Day, Harvard, referring to Professor Ruggles’ 
suggestion that students in the elementary course be classified on the 
basis of some sort of intelligence test, and assigned to sections accord- 
ingly, first spoke briefly regarding the special sections which are 
organized in the elementary course at Harvard. For six or seven 
years it has been the practice, he said, to segregate toward the end 
of the first semester the men whose records have indicated that they 
have a reasonable chance of obtaining a final “A” (highest grade) 
in the course. These twenty-odd best men have been placed in a 
separate section, in the conduct of which there has been full recognition 
of the unusual capacity of the men. From time to time during the year 
additional men are transferred to this special section as they show 
that they have a chance of obtaining a final “A”. Toward the end of 
the year the section sometimes enrolls as many as thirty men. In 
view of the character of the section it has been possible to work much 
more rapidly through the easier material and to devote the bulk of 
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the time to the more difficult portions of the work. Furthermore, 
weekly tests which are given in the other sections have been largely 
given up in this special, so-called “AA” section. The plan has worked 
admirably from the start. It not only gives the men in the special 
section instruction much better adapted to their needs, but stimulates 
interest among a large number of the better men in the course who 
definitely seek to make the “AA” section. 

In one year a similar plan was adopted for the twenty-five poorest 
men who survived the mid-year examination. In this section, as in 
the other, special methods of instruction were adopted and found to 
be more effective than those employed for the customary section. The 
plan undoubtedly obtained results in enabling a number of men to pass 
the course who otherwise would have failed, but after careful con- 
sideration of the whole experiment it was judged to be an uneconomic 
use of the Department’s resources and the special section has never 
again been adopted for low-grade men. Professor Day seemed to 
think that excellent results are to be obtained from a moderate amount 
of classification and segregation at the top, but that the principle 
cannot profitably be extended to include all students enrolled in the 
elementary course. 

Some difference of opinion having appeared regarding the proper 
place of the elementary course in the collegiate curriculum, Professor 
Day ventured to suggest that the experience at Harvard has seemed 
to demonstrate unmistakably that college men do a better grade of 
work in elementary economic principles, and obtain distinctly more 
from the instruction, after having had a full year of college work. 
This does not mean that the elementary course cannot be profitably 
taken by first-year college students; but where it is safe to assume 
that the studnts will elect the subject as freely in their second year 
as in their first, it seems preferable for them to defer taking the course 
until their second year, particularly if the course can follow systematic 
instruction in more general social science during the first year. It is 
certainly to be hoped that effective instruction in social science can 
be worked back into the earlier years of the educational system. 
Professor Day was of the opinion that an attempt should be made to 
carry social studies back at least to the start of secondary school 
work. This does not imply, that deferment of the work in elementary 
principles is not desirable in the organization of the college curriculum. 
In Professor Day’s judgment the course in elementary economics is 
placed better in the Sophomore, than in the Freshman, year. 

Professor Day devoted the major part of his time to strong recom- 
mendation of experiment with the case or problem method in the teach- 
ing of elementary economics. He warned against any confusion between 
the case, or problem, method and the use of books of selected ma- 
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terials. As an illustration of case or problem work he outlined a 
problem in the determination of competitive value with special refer- 
ence to the influence of cost of production. The illustrative problem 
had to do particularly with an application addressed to the Federal 
Trade Commission in 1919 by the Western Association of Rolled Steel 
Consumers for a complaint against the United States Steel Corpora- 
tion and certain independent companies because of the common practice 
of quoting steel prices throughout the country on the basis of the 
prevailing Pittsburgh price, plus an amount equal to the freight on the 
products from Pittsburgh to the point of destination. Professor Day 
indicated how such a concrete case might be made the basis of a dis- 
cussion of important economic factors and their interaction in the 
determination of market price. In his judgment such a case might 
be made to lend much greater concreteness to abstract economic prin- 
ciples. Furthermore, the method has the great merit of connecting 
the classroom work with the known and ascertainable interests of the 
typical undergraduate. It was Professor Day’s idea that, in the solu- 
tion of the problems, students should have the use of standard texts 
and of a considerable amount of supplementary material. The method 
would differ fundamentally from the customary use of the standard 
text in that instruction would center about the solution of a problem 
placed in the hands of students, with no advance class-room indication 
of the correct solution. Undoubtedly, the collection of satisfactory 
case material is a laborious and expensive undertaking, but an abund- 
ance of material exists in the reports of various public commissions, 
labor adjustment boards, tax authorities, trade associations, and less 
formal agencies. While it may not be feasible to introduce the method 
in full in any particular course, it was Professor Day’s opinion that 
systematic trial of the method should be undertaken as early as possible 
and the effects of the change in method carefully examined and, if 
possible, measured. 

H. D. Dozier, Dartmouth College, stated that it was the practice 
in Dartmouth to give Freshmen a preparatory course in economics 
and then in the Sophomore year to give them a course in the princi- 
ples. The Freshmen are given a course in citizenship as a founda- 
tional course upon which the more advanced courses in all the social 
sciences are based. He then asked Mr. Graham, who taught this 
course last year at Dartmouth, to explain it more fully. 


Frank D. Granam, Dartmouth College, stated that the course in 
Citizenship had been started the previous year as an experiment, but 
that it had worked very well and had served to stimulate the interest 
of the students. The problem method was followed and an effort 
made to present to the students live issues, approaching them from 
the standpoint of good citizenship. Last year they had taken up in 
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class the issues presented in the presidential campaign, and had used 
material from newspapers and magazines which dealt with this subject. 
The steel strike, in its various aspects, had also been used as the basis 
of discussions, and had served to introduce many economic principles. 


Mr. J. L. McCaskey, mechanical engineer, Westinghouse Electrical 
and Manufacturing Company, Pittsburgh, made a plea for the teach- 
ing of economics as the best possible training in citizenship. There 
is a strong demand for training in this subject on the part of people 
who do not have the opportunity to attend college. The plan was 
tried in the Westinghouse Company of having the workingmen partic- 
ipate in the management, but it was soon discovered that the delegates 
of the workingmen knew no economics and did not understand the 
problems presented. They were told that they should study this 
subject, but they could not be persuaded to go to the Carnegie Institute 
of Technology or to the University of Pittsburg or to lectures given 
by men in these institutions. It therefore became necessary to give 
instruction in economics to the men in the plant. This has been done 
by the construction of a large wall screen on rollers, on which were 
presented by means of charts and graphs and other devices the im- 
portant economic facts of production, exchange, and distribution. It 
was found that by this method even the illiterate men in the plant 
were able to understand the material presented, and that all took a 
great interest in the course. 


J. B. THompson, Maryland, State College, stated that at his institu- 
tion they had to teach not only business students, as was true of the 
University of Pennsylvania, but students from every school in the 
college, and that, therefore, the principles of economics must be pre- 
sented from the social standpoint rather than from the business stand- 
point. The great difficulty which they had experienced in teaching 
large elementary classes was that of checking up the work and keeping 
the students busy. In order to do that they gave short bi-weekly tests 
in which a student would be asked to write for perhaps ten minutes 
on some one question covered by the day’s assignment. He also advo- 
cated the giving out of problem questions by the lecturer, which might 
be dictated, for the students to answer. Written quizzes of not more 
than fifteen minutes were later given in which four questions of those 
given out were to be answered. The student would usually write not 
more than one sheet, which could be easily read and graded by the 
instructor. As to the problem method, he thought there was great 
difficulty in obtaining problems that were interesting to all the students. 


D. T. Crark, Williams College, spoke of the problem method of 
instruction. He stated that Professor Day had anticipated the chief 
objection to the problem or case method by saying that a systematic 
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treatise on economics was to be placed in the hands of the students 
and that they were required to consult it fully. Without some such 
guide the student would be apt to flounder. The subject of economics 
is a most important one in a democracy, as an understanding of its 
principles is an essential condition to good citizenship. Since many 
students never go to college, the subject should be taught in the high 
schools and even, he thought, in the grade schools. So far as the 
teaching of economics in college is concerned, he agreed with Pro- 
fessor Day that the Sophomores would understand this abstract, phil- 
osophical subject better than Freshmen. Just where the course should 
be placed in a student’s curriculum would, however, depend upon how 
much time he could give to the subject. In Williams College, it was 
formerly given to Juniors, but in the last two or three years it had 
been offered as a Sophomore subject. Before he concluded, Mr. Clark 
said that he would like to address questions to two of the previous 
speakers. Of Professor Collings he wished to ask whether the aim at 
the University of Pennsylvania was to study business from the social 
standpoint. He agreed with Mr. McCaskey that economics should be 
taught to workingmen, but of him he wished to ask what kind of eco- 
nomics they taught to workingmen. 

Professor Collings stated, in reply to Professor Clark’s question, 
that at the Wharton School they taught welfare and not price eco- 
nomics. Since the students had four years of work in this field, 
however, many of the courses which they took were technical or semi- 
professional. 


Mr. McCaskey stated that the aim of the instruction given by the 
Westinghouse Company was to develop better citizens and also to 
acquaint the men with business conditions. He believed that knowl- 
edge of economic principles tended to the development of a higher 
civilization. They had found that a full explanation of the processes 
of production made the men understand the economic loss involved 
in restriction of output. He thought that the course acted as an anti- 
dote to socialism. 


Francis Tyson, University of Pittsburgh, said that the previous 
year his department had adopted at Pittsburgh a two-year plan for the 
teaching of elementary economics, of which the first year embraced 
commercial geography and economic history and the second year a 
course in the principles. In this way they provided the student first 
with a background and with a foundation of industrial facts. During 
the previous summer there had been a reorganization of the economics 
courses and at present they are experimenting with a new course. 
This is a gateway course called Human Progress, which gives a survey 
of most of the economic progress down to the present time. It was 
found that this course heightened the interest of the students and he 
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believed that it would prove a valuable introduction to the course in 
the principles of economics. The course was given to the Freshmen 
and they had found it desirable to have a so-called Director of Fresh- 
men to hold conferences with the students for the purpose of illu- 
minating the course. In conclusion, he hoped that a plan might be 
devised by which the teachers in different institutions could pool their 
experiences and exchange material used in conducting the courses in 
elementary economics. 

Professor Day replied to this that he had talked of the matter of 
codperative action in the way of getting out problem material or of 
exchanging experiences with Dean L. C. Marshall of the University 
of Chicago, and they agreed that the matter called for joint action. 
In order to assist this movement, the Journal of Political Economy 
planned to publish some sample case material, but he feared that such 
a method, desirable as it was, would not accomplish the desired pur- 
pose in a reasonable time. If such codperative work is to be under- 
taken along these lines, it needs the appointment of a committee to 
organize it and guide it through. 

Professor Ruggles stated that at the Cleveland meeting of the Na- 
tional Education Association a plan had been arranged by which 
teachers in the secondary schools can exchange classroom material. 
Any such plan must, however, be organized on a comprehensive scale 
if it is to be efficient. 
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ROUND TABLE CONFERENCE ON MARKETING 


THE CHAIN STORE GROCER 
By Atrrep H. Beckmann 


The well-organized Chain Store Grocer has proven an evolution in 
merchandising, and developed an industry which today occupies a 
most important place in the distribution of food products and grocery 
specialties for the producer or manufacturer, and to the consumer. 

The purpose of the National Chain Store Grocer’s Association of 
the United States is to assist in elevating the industry; to oppose im- 
proper methods and illegitimate practices inimical to the right conduct 
of business that honest and open competition may prevail; to assist in 
the enactment and enforcement of federal and state Pure Food laws, 
which in their operation shall deal justly with the rights of consumers 
and the trade; to foster the adoption and enforcement throughout the 
United States of uniform laws upon commercial subjects; and, last 
but not least, to make possible a low cost to the consumer. 

There are less than seventy-five responsible Chain Grocery Store 
organizations, operating not over fifty thousand chain stores, in the 
United States. There are some so-called buying exchanges and co- 
éperative associations which in the main do not conduct their business 
as merchants, and tend to invite the innocent public’s money without 
any stable foundation to produce legitimate returns. Most of these 
are short-lived because of their inability to function properly for the 
investor, for the producer or manufacturer, and to the consumer. 

The development of the chain grocery industry is only in its infancy 
and has great possibilities under efficient and economic management, 
with which must necessarily be coupled proper service for the producer 
or manufacturer and low costs and good values to the consumer. 

High-class merchandise, efficiency in service, quick turn-over and 
the cash and carry system, are the essential elements which tend to 
develop the chain grocery store industry and these elements prevail in 
the well-conducted chain grocery store organization. 

When it is considered that the chain store grocery is of only recent 
origin, compared to other channels of distribution, it is not surprising 
that there are some interests which deplore the development and 
efficiency of the chain store grocer, yet when ANY avenue of distribu- 
tion ceases to function economically for the producer or manufacturer 
and especially to the ultimate consumer, it retards its own progress 
and hastens the development of the other. 

Chain grocery store organizations, properly conducted, perform the 
function of both wholesaler and retailer, though eliminating a consid- 
erable overhead expense, enabling the passing on of a low cost to the 
consumer. 
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The chain store grocer seldom stocks many various and conflicting 
brands of the same food product, but concentrates his efforts on one or 
two brands and keeps up a free and continuous movement on them, 
though always mindful of the consumer’s demand. 

In selling to responsible chain grocery store organizations, the 
manufacturer eliminates a considerable overhead expense, in the cost 
of traveling salesmen and so-called specialty salesmen. The average 
quantity purchased by responsible chain grocery store organizations 
is usually much larger than that purchased by so-called wholesale 
grocers or jobbers. The buying is done at the headquarters of the 
chain grocery store organization, without any sales expense on the 
part of the manufacturer or producer. Where chain store organiza- 
tions operate in different sections of the country, they usually have 
warehouse facilities which enable them to assemble their supplies 
direct from the manufacturer and redistribute to the individual stores 
at a lesser cost than applies otherwise, considering freight and cartage. 

The consumer can and does obtain a low cost through the ability 
of the chain store to buy direct in larger quantities. The chain store 
grocer turns his stock over from twelve to twenty-five times per annum, 
sells for cash, makes no deliveries, and the consumer is saved an aver- 
age of 15 per cent in buying, due to the efficiency of the home of the 
chain store organization. 

Values compare most favorably, in that the chain store grocer can- 
not prosper unless he supplies the best of what the public demands, 
and carries such articles as the consumer calls for. Further, some 
chain grocery store organizations manufacture a great many of the 
products which they sell. Some of the larger ones can milk, bake 
bread, can tomatoes, peas, etc.; manufacture flavoring extracts, cocoa 
and chocolate, macaroni, spaghetti and noodles; grind spices, bottle 
vinegar and olives, manufacture ammonia, bluing and very many other 
articles necessary in the home, which does not apply to so-called 
wholesale grocers as they would not be assured of their outlet as is 
a large chain grocery store organization. 

That the consumer receives the benefit of low costs in buying from 
the chain store is proven by reason of its many units; it is able to buy 
car lots where the individually owned grocery can only buy in small 
quantities, and by the further fact that there is scarcely a chain gro- 
cery store organization making a greater net profit than 3 per cent on 
its sales, while the so-called retail grocers claim—and it is so contended 
by them—that their gross margin must be 30 per cent to make any 
money, while the chain store grocer’s average gross cost of conducting 
business is between 1314 per cent lowest and 181% per cent highest. 

The turnover in the chain store occurs much oftener than in the 
regular retail grocery store, therefore the goods are fresher; and the 
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rigid system of cleanliness keeps the store in perfect condition. The 
chain store has fostered the package idea, and the days of the outside 
display—such as the open mackerel tub, molasses barrel, loose crack- 
ers (all subject to exposure and germs) and the old-fashioned saw- 
dust on the floor—are things of the past, especially for sanitary 
reasons. 

One of the great advantages, as we see it, of the chain store today, 
is that the majority of them put a price tag on every article of mer- 
chandise they sell—the children are treated just the same as the grown 
people, there is no attempt to overcharge. Another fact is that cus- 
tomers having to carry their merchandise with them do not overbuy, 
and the chain store idea has more and more made a shopper of the 
housewife; she is glad to go from store to store, seeing where she can 
save a cent or two per pound on butter or three cents per dozen on 
eggs, or a cent or two on canned goods, etc. All this tends to economy, 
not only in her mode of living as far as the food and household articles 
are concerned, but we think develops in her an idea of economy which 
she practices in all other pursuits of her life. 

The credit end of the ordinary retail grocer is, of course, an extrava- 
gance breeder, and encourages unnecessary and unwarranted buying, 
not only at the expense of the consumer but of the retailer as well, 
as the grocery bill generally is paid reluctantly if at all, and is largely 
the cause of the many failures of retail grocers. 

Public appreciation of the chain grocery store is rapidly growing. 
Ten years ago it was estimated that chain stores in what is known as 
the Metropolitan District of New York did about 1214 per cent of 
the volume of business in their line, while today it is estimated at 
about 50 per cent. It has worked out an economic problem for the 
housewife; she no longer demands service, using the telephone for 
every order, however small, as she knows she is able to buy so much 
better in the chain stores for cash than she can from the ordinary 
retail grocery stores, and she is willing to forego the service and antic- 
ipates her wants. The chain store grocer has been able to pay his 
manager a living wage and is therefore attracting the better class of 
men. Their intelligence is being passed on to the consumer who in 
this way is taught the value of certain food products, either nationally 
advertised or manufactured or distributed by the chain stores. 

The wholesale grocer serves as a merchandise and financial banker 
for the retailer and is indispensable to the retailer in some sections of 
the country, while the retailer serves the consumer, though at an added 
cost, where no chain store grocer operates. 

It is estimated that there are about 4000 wholesale and 350,000 
retail grocers in the. United States. The 350,000 retail grocers are 
a number larger than is necessary to properly and economically serve 
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the consumer, and the up-to-date retailers have long ago realized this 
as proving a detriment to the industry. 

Unfortunately, 75 per cent of the so-called retail grocers are not 
merchants; they don’t know how to figure cost or sales expense, and 
as a rule don’t know how to attract trade. 

The average retailer, or rather the majority of small retailers— 
and they are in the majority—have as a rule very little capital when 
they enter business, and the wholesale grocer extends a line of credit 
in addition to furnishing the opening stock. Immediately that retailer 
is established, he is called upon by the salesmen of other wholesale 
grocers—a duplication of overhead expense and the wholesaler who 
is really entitled to all that retailer’s business finds his sales diminish- 
ing, and is obliged to wait the pleasure of the retailer for payments 
on goods purchased, ranging from 30 to 60 days or even longer, 
further emphasizing the credit evil. Not less than 75 per cent of 
retail grocers require credit accommodation of the wholesale grocer, 
while the chain store grocer both buys and sells for cash. 

The chain store grocer is entitled to the same or better recognition 
than is the so-called wholesaler or jobber, not only because he buys 
in larger quantities than does any other medium of distribution, but 
because he performs the function of both wholesaler and retailer, 
distributing his purchases from warehouse stocks direct to the con- 
sumer, through his retail stores wherever located. 

Because the consumer pays cash and carries home his purchases, 
he is entitled to a lower cost than where a charge account and tele- 
phone and delivery service prevail; and the low cost should govern 
in all cases, including such products as are marked by manufacturers 
and prdoucers at a certain price for re-sale, or an implied or so- 
called “suggested” resale price. No distributor should be compelled 
to obtain an unreasonable profit from the consumer when the distrib- 
utor’s operating cost warrants only a reasonable profit, and with which 
such distributor is satisfied. 

Some manufacturers of so-called grocery specialties have expressed 
themselves as being fearful that eventually the chain store grocer 
organizations would exploit their own brands in competition with 
regular so-called factory brands, and that this, to some extent, was 
a reason for not encouraging the chain stores; but this idea is ridi- 
culous and does not even bear consideration. First of all, the chain 
store grocer displays best for the manufacturer and proves of benefit 
to the consumer because he carries and sells what the consumer calls 
for; next, the supposed fear is totally unfounded for the unassailable 
reason that practically every wholesale grocer in the United States 
is a manufacturer in fact though not in name and exploits his private 
brands in competition with advertised manufacturer's brands—has 
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done so for very many years and the tendency is growing. He seeks 
to have the retail customer buy his private brands rather than the 
manufacturer's, though claims to be THE distributor for the manv- 
facturer. As a rule the compensation from the manufacturer to the 
distributor does not adequately cover the cost of distribution under 
existing circumstances, and this latter is, to a great extent, the cause 
of the introduction of private brands, as the wholesaler saves a large 
overhead expense in advertising. 

In summing up, I might say that the Chain Grocery Store repre- 
sents large volume, rapid turn-over, low operating costs, good values, 
efficiency and judicious advertising. It is here to stay, because the 
public has been convinced that good values and low costs may be 
obtained when buying from well-organized chain grocery stores. 


Summary or Discussion BY THE CHAIRMAN 

The discussion following Mr. Beckmann’s paper on Chain Stores in 
the grocery trade brought out additional information about the chain 
store method of retailing, and also suggested several limitations to 
the future development of such stores. 

In the first place, the saving to consumers through buying at chain 
stores was further analyzed. It was brought out that the gross mar- 
gin obtained by a chain store grocer is about 20 per cent of sales, 
including the operation of both the retail store and the wholesale 
department. The corresponding cost of handling through the usual 
wholesale grocer and individual shop is about 30 per cent of sales. 
This means that the chain store method saves about 10 per cent to 
the consumer. On the average, an article that is sold by the indi- 
vidual retail shop for 10 cents can be sold by the chain store for 9 
cents. It was suggested that possibly this saving is not sufficient to 
cause chain stores to become as important a factor in merchandising as 
many people seem to think. 

It was also brought out that chain stores developed first in the 
East and have only been gradually spreading westward, and that 
they have been most successful where population is fairly dense. It 
was suggested that if a person had to spend time and money to 
travel to a chain store that the saving is not very substantial. 

Mr. H. C. Marshall of the United States Bureau of Markets and 
Crop Estimates presented a few preliminary figures, based on an 
investigation that his Bureau has been making of the retail meat 
business for several months. In comparing chain meat stores with 
individual meat stores, he said that the average gross margin was 
less than one-half of one per cent smaller for the chain store than 
for the individual store. Each had a gross margin of about 19 per 
cent of sales. He said that the net profit of chain stores was less 
than 314 per cent of sales, and that the chain store’s cost of doing 
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business is nearly 2 per cent less than the cost of doing business in the 
individual store. 

It was further brought out that the chain store method of doing 
business is not so applicable to the meat trade as it is to the dry 
grocery trade; first, because there is not the same opportunity for 
standardization; second, because the individual care of an owner of 
a business results in less waste than operation under a hired manager; 
and third, because the chain store system in the meat business cannot 
combine wholesaling and retailing as in the grocery trade, the whole- 
saling function in the meat trade being performed by the meat packer. 

It was further brought out by various speakers that chain stores 
do not appear to have much if any advantage in handling perishable 
goods. Mr. C. C. Parlin, Manager of the Commercial Research 
Department of the Curtis Publishing Company, said that chain stores 
have an advantage in buying and in administration, and that they do 
their best when handling simple articles such as packaged and canned 
goods, but not so well in handling perishables. They handle nation- 
ally advertised lines. Individual retail stores must meet chain store 
competition by improved merchandising methods. When well man- 
aged, the individual store offers serious competition to the chain store, 
especially in handling perishables. 

The savings made possible by chain stores were rather belittled by 
Professor B. H. Hibbard, of the University of Wisconsin, who said 
that the housewife does not have time to go shopping, and that the 
telephone is an instrument which saves the household both time and 
money. He also said that the cost of delivery, which the individual 
store normally has to include in its selling price, is a service which 
housewives want, and one which costs very little money in comparison 
with its value. 

It was brought out by Professor Paul D. Converse, of the Univer- 
sity of Pittsburgh, that chain stores turn their stock over much more 
rapidly than do individual stores, and that some of the self-service 
stores have a remarkably low cost of doing business. 

It seemed to be the general feeling of the meeting, however, that 
in spite of the well recognized economies of chain store operation, the 
service rendered by the average individual store will continue to be 
demanded by a very large proportion of the housewives of the country, 
and that the desire for this service rather serves as a limitation of the 
field of the chain store, which is usually a “cash and carry” proposi- 
tion and which usually handles a smaller variety of articles. 

In spite of these limitations the various speakers did not question 
the importance of chain stores or the salutary effect that they are 
having in improving merchandising methods in general and in keep- 
ing prices lower than they otherwise would be. 
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ROUND TABLE CONFERENCE ON THE RELATION 
BETWEEN ECONOMICS AND ETHICS 


Frank H. Knicut, Chairman 


(Note. The reports are all condensed, some to a greater extent than others.) 


The Chairman. It is hardly the province of the economic theorist 
or the proper task of this conference to attempt to settle the age-old 
questions of ethics, to discover the Summum Bonum, validate the con- 
cept of Duty, or formulate the end of human life. But from the 
standpoint merely of clearing up the fundamental conceptions of 
economics as a science and removing ancient sources of controversy 
and misdirected effort, there are at least two lines of argument which 
show the necessity for an economist to deal also with ethical problems. 

The first is the relation between theory and practice, or between 
science and art, which in the case of economics presents unusual diffi- 
culties. It is doubtless quite generally true of every science that its 
study is motivated by both sorts of considerations, the quest of “truth 
for its own sake” and the desire to utilize truth in improving the 
conditions of life. The present age is characterized by the great 
emphasis which men place on the side of “results”—in the speaker’s 
view a serious over-emphasis—but that is not the issue here. In any 
case few of us would insist on the absolute purity of the scientific 
interest, we should not sympathize with the mathematical enthusiast 
who concluded his demonstration of a new theorem in super-space by 
thanking God that no one could make any use of the result. But we 
do have to struggle against the Philistine attitude of the man in the 
street, who is inclined to value science in terms merely of immediate 
convertibility into cash. What we insist on is the practical signifi- 
cance of clear thinking and the necessity of pursuing truth without 
regard to specific applications if we are to realize the greatest prac- 
tical results, in the long run. 

In the natural sciences this principle is fairly well established in 
the minds of the public, or that part of it which thinks at all and 
exerts influence in affairs; and in addition, the division of labor be- 
tween pure science and application has become an established tradi- 
tion. In the social sciences this happy result not only has not been 
attained, but probably cannot be completely realized. The natural 
sciences do not have to justify their existence; even the relatively 
uneducated can see that they are directed toward results which are of 
general interest and about whose practical importance there is no 
possibility of disagreement. In our field neither of these facts is 
obvious to common sense. It is difficult to tell what lines of investi- 
gation are likely to be “fruitful,” and there is no agreement, even 
among experts, as to the kind of changes it is desirable to have brought 
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about. Economists must constantly face this problem of objectives, 
in guiding their researches and in “selling” the results to the public, 
which, under democratic institutions, must accept and more or less 
understand them if they are to be fruitful in improving the conditions 
of life. The practical result of scientific research can be brought 
under the general designation of “increased efficiency.” In physics 
and biology we know what we mean by “efficiency,” because we agree 
as to what is desirable, but the notion of “social efficiency” raises all 
the problems of ethics. It is nonsense to discuss the subject (how- 
ever generally it has been done) unless some definite notion of stand- 
ards has been arrived at. Economists who pretend to eschew ethical 
problems, to confine themselves to “price economics,” or contrast price 
economics and welfare economics, or pecuniary and social efficiency, 
have in general merely worked in terms of unformulated, unconscious 
ethical standards, and hence, in the literal sense, unintelligently. 

In the second place, the concepts or quantities with which any 
economics, however rigorously scientific its viewpoint, must deal are 
closely bound up with values, in the ethical, philosophical sense. It 
is impossible to keep the idea of desire or preference, as a brute fact, 
free from critical implications as to what “ought” to be, unless the 
theorist has very clear ideas in both fields. Thus the relation between 
economics and ethics brings us into relation with a third science, 
psychology. (Perhaps the main issue in ethics is the question whether 
there is ultimately any meaning for “ought” other than the psycholo- 
gical fact of a desire or preference.) The speaker is as much as any 
one can be in favor of a “scientific economics,’ however true it is 
that, in Ruskin’s familiar words, “there is no wealth but life,’—and 
this principle we also accept in its entirety—we must pursue truth 
for the love of truth and in the belief, or faith, that truth will make 
a difference to life. But that complete division of labor which we 
find in the natural sciences between one set of workers carrying on 
research and another set making the results of reseach effective 
simply cannot be realized in the social science field. What can be 
and must be done is to separate the ideas of truth and ethical signifi- 
cance in the mind of the worker who is interested in and understands 
both. We must know when we are stating facts and when we are 
passing judgment, and must make it unmistakably clear in our exposi- 
tion which we are doing. Only through such an understanding and 
such a separation can economic theory come into its own. 


A. B. Wotre.—Economy has to do with the creation and utilization 
of opportunity. Economics therefore should be quite as much con- 
cerned with the economical consumption of wealth as with its just 
distribution or its efficient production. But economy in the use of 
wealth cannot be measured apart from the uses to which wealth is 
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put, and economy here must be defined not only as a nice adjustment 
of means to ends, but as such choice of ends as secures the highest 
attainable measure of welfare. 

A non-ethical economics is an impossibility. The notion of a scien- 
tific economics divorced from ethical motivation or ethical postulates 
is a delusion, as could be shown by examination of the work of any of 
the various schools. 

Economists have been chary of ethics because of their idea that 
ethics is not and cannot be objectively scientific. This idea is proba- 
bly erroneous, for there is much indication that a scientific ethics as 
well as a scientific psychology is now in process of growth. 

From the deterministic scientific point of view and that of behavior- 
istic psychology, it is deducible that the individual, and not any group 
or institution, such for instance as the nation or “national survival,” 
is the end. It makes little difference whether we make “happiness” 
or “self-expression” the measure of the individual as end. 

In either case an essential problem in economy is to get to each indi- 
vidual opportunity in proportion to his potential capacities. Econo- 
mists should take stock of the available scientific knowledge, therefore, 
with regard to the distribution of capacity, because economy demands 
that opportunity be apportioned where it will do the most good, 
proximately in “service,” ultimately in self-expression or happiness. 

Both the legalistic, vested-interest criterion and the dead-level 
democratic criterion of distribution of opportunity fail because they 
are based on unscientific preconceptions. From each according to 
his capacities and to each according to his capacities constitutes the 
final ethico-economic measure of efficient distribution. Distribution 
is in part essentially a question of the discovery, development, and 
utilization of human resources. 

A really economical economics must be not only mechanistic but 
teleological. Human life is a matter of means and ends or purposes. 
It is teleological as well as mechanical, and it is a misconception of 
scientific method to suppose that we can ignore the teleological aspect 
of our subject. The mechanistic analysis of the detail and machinery 
of business and price economics is relatively superficial and futile 
without an equally painstaking and objective analysis of the ends 
which this machinery is supposed to serve. 

The continued attempt to keep ethics and economics divorced, and 
the delusive claim that they are divorced, should cease. There should 
be at least a respectable number of economic theorists not afraid to 
grapple with fundamental problems. 


H. Gorpvon Haves.—As I see it, the economist has two functions: 
(1) to explain the process of that part of our society which we have 
defined as economic; (2) to appraise these processes from the point 
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of view of their fitness to serve us. There are those who would have 
the economist confine himself to the first of these two functions, leav- 
ing to some other expert the task of evaluating the economic processes. 
But desirable as specialization is, it has, obviously, limitations where 
synthesis is required. One might perform the first of these two 
functions of the economist without performing the second, but the 
second cannot be performed apart from the first. Economic process- 
es can be appraised only by economists, that is, by persons who 
understand the economic processes. And the function of appraisal 
cannot be left unperformed. But economists, of course, as Davenport 
has warned, must always have definitely in mind which one of the 
functions is being performed at any one time. 

What is the basis for the appraisal of economic processes? What is 
the test of economic right and wrong? One basis is that of the 
rights of individuals. To illustrate, John Stuart Mill says, “The 
foundation of the whole (the right of private property) is the right 
of producers to what they themselves have produced.” J. B. Clark 
in his Distribution of Wealth assumes that an individual is of right 
entitled to as much as, but only as much as, he produces. The prob- 
lem of justice in taxation has been stated almost entirely in terms of 
individual relationships. 

This philosophy is unsound. Man is not primarily an individual 
who has entered into certain social relationships. He is primarily 
a social being. His rights and privileges as an individual grow out 
from the social center. The inversion of social and individual rights 
and privileges is well illustrated by the remark of Fichte that he would 
not tell a lie to save the unvierse from destruction, whereas, in fact, 
we distinguish between truth and falsehood because of the saving 
power of the one and the destructiveness of the other. Though we 
may be unconscious of it, our acceptance of individual rights comes 
from the social importance of such principles of conduct. 

Hence the first question relative to economic justice must be, What 
kind of society do we want? Establish this and then we can approve 
or disapprove of particular features of the economic system. It fol- 
lows from this that no part of our economic system can have ethical 
validity save as it contributes to the realization of what is, to us, a 
good society. Disagreement as to the marks of a good society may 
be expected. But it is only on the basis of an agreement as to what 
is desirable that we can make decisions as to economic right and 
wrong. 

Accordingly, the clarification or alteration of our social ideals is 
of great moment. Rules of conduct both formal (legislative) and 
informal are thereby affected. Much of our economic life is deter- 
mined by the market, and market valuations are indicative of social 
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standards or ideals. As Professor Cooley shows, we buy what it is 
socially well to buy. The market is not a thing apart—market values 
are but a reflex of social evaluations. 

Clay makes much of the point that market price does not indicate 
the lines that it is best for production to follow. That all market 
values are not ethically valid is patent. But this is not an indictment 
of the ideals that prevail among us. If Milton got only from $50 
to $100 for Paradise Lost—a point made by Clay—this sum was ex- 
pressive of the esteem for the poem as compared with other things at 
that time. At some other time a man might have been put to death 
for having written such a poem, and at still some other time he might 
have been rewarded handsomely therefor regardless of the kind of 
economic society that prevailed. 

Clay misses the point by insisting that inequality of income makes 
market valuation an unsafe indicator socially for production to follow. 
“Competition must be not merely free but equal,” he says, in order to 
offer such a guide. But however glaring may be the impropriety in 
certain cases of rich men outbidding the poor, we certainly cannot 
say that it is inadvisable to serve the wants of certain persons more 
fully than we serve the wants of other persons and at the same time 
defend inequality in income. The logical error comes in not keeping 
these two things together. It is apparently easy to admit that A 
must be paid $5000 and B $2500 in order to properly place them 
in the economic society, and at the same time easy to deny that A 
should be allowed to outbid B in the market. The service to A in 
such a case, as Professor Taylor puts it, is twice as important socially 
as the service to B if such service to them is necessary to evoke their 
respective services. Inequality in money income but not inequality 
in real income is ridiculous. 

The unwise spending that is complained of does not come from the 
fact that incomes are unequal, though, to be sure, the larger one’s 
income is the more opportunity he has to spend improperly. The poor 
as well as the rich are guilty of spending unwisely. And both are 
amenable to the social ideals that prevail. It is through their alter- 
ation and clarification that market valuations can be improved. 

By way of illustration, are we not witnessing just such an alteration 
in the ideals that govern the labor market?While there is still much 
to hope for, the past few years have marked a great advance. Cer- 
tain practices are no longer tolerable to a great and growing body 


of employers. This suggests possibilities in many divisions of the 
market. 


G. A. Kieenz.—It is an ethical question we have to consider, 
namely, the duty of the economist. This I take to be the cultivation 
of a descriptive science, free from moral appraisals. The economist 
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should be ethical, but not his science. He performs his duty and 
coéperates in the collective life by contributing something necessary 
and something which others could not supply so well—positive scien- 
tific knowledge of economic phenomena. It seems unlikely that there 
can be an extensive development of a higher or “ethical” or “welfare 
economics” that is really economics. Some of the exponents of “wel- 
fare economics” (Hobson, Clay) have done valuable critical work in 
demonstrating that “price economics” does not cover all matters of 
importance, for instance, in pointing out “costs” of great significance 
to human welfare, which fail to get their due in the market place. 
The constructive efforts of “welfare economics,” however, lie mostly 
beyond the scope of economics, and so far as they are to take non- 
emotional, intellectualistic form, are more likely to employ the specu- 
lative methods of philosophy than the scientific, quantitative analysis 
of the economist. They had best be named “social philosophy.” 

It would, of course, be wrong to counsel the economist against 
taking part in human affairs which have an ethical aspect. But on 
such occasions he should discriminate carefully in word and thought 
between ethical judgments and scientific analysis. A considerable 
danger of confusing ethics and economics, and of lapsing unconscious- 
ly into ethical appraisal, lies in unperceived implications and develop- 
ments of the terminology of economics. They tend usually in the 
direciton of capitalist apologetics. Economic terminology, being taken 
from ordinary speech, is not wholly free from the tendency of popular 
thought towards praise or blame. The term production, for instance, 
suggests something praiseworthy. After defining it as “increasing 
of utilities,’ we try to guard against giving it our blessing by declaring 
that utilities are simply things desired, whether good or bad. So 
defined, our concept seems safe enough to serve as a criterion for 
classifying occupations. When, however, we speak of increasing pro- 
duction as in comparing the productivity of different factors or com- 
binations, we are not comparing sums of utility but sums of exchange 
value. We have no warrant for assuming that exchange values are 
proportionate to their utility. They have back of them utility to 
different persons, and utilities to different persons cannot be subjected 
to a common measure and be added together and compared. The 
logical thing is to go back and change our definition of production to 
“increasing of exchange values.” Some writers, however, bring in a 
mystical idea of a “social value,’ which becomes objectified in the 
exchanges of the market. If this “social value” is to mean value to 
society, we seem to have a bit of apologetics and something which 
will not bear scientific scrutiny. Other terms which we should inspect 
carefully and either reject or define in such manner as to extinguish 
all germs of ethical valuation, are utility, subjective value, importance 


1 


198 American Economic Association 


to, cost, abstinence, earned and unearned. For the term “social,” I 
should suggest such words as collective, group, class, or national. 

Ethical ideals may affect economic activities and the results are a 
proper subject for positive economic analysis. Economic phenomena 
in turn may affect the ethical. The study of this aspect of “economic 
determinism” may take the economist beyond his boundaries, but we 
need not worry much about boundaries as long as we retain the 
methods of science and abstain from establishing norms of conduct. 

A legitimate and inevitable influence of ethics on economics is in 
determining the choice of subjects for economic analysis. The in- 
creasing range of topics considered by modern students of ethics may 
point to matters not yet adequately investigated by economists. Take, 
for instance, the subject of bargaining. Does not individual bargain- 
ing involve certain ethical evils? Does collective bargaining stand 
on higher moral ground? Are there inevitable evils associated with 
collective bargaining also? In view of what ethical examination may 
reveal in regard to bargaining, economists may be moved to consider 
the question whether an economic organization of the human race 
is conceivable in which there is no bargaining, or in which its evils can 
be reduced to a minimum. Such an inquiry, though a venture into the 
economics of Utopia, would be highly desirable from the standpoint 
of fundamental economic thinking. 


Jacos Viner.—The scrupulous concern lest they encroach upon the 
fields of other sciences, which economists often express in their theo- 
retical discussions of the proper relations between economics and 
ethics, is, fortunately for the value of their work, not greatly in evi- 
dence in their actual research and teaching. Overlapping is inevit- 
able in the social sciences in their present stage of development. 
Economics, although most outspoken as to its dangers, is no less 
enterprising than the allied sciences in extending the range of its 
activities extensively as well as intensively. Economics, it is true, 
has no direct concern with the analysis of the processes whereby men 
acquire a consciousness of moral obligation, and it is in this limited 
field that ethics finds the bulk of its subject matter. All the social 
-sciences, however, take into account “ethical considerations” in the 
ordinary meaning of the term; they appraise and they judge as 
between conflicting programs and policies affecting human welfare. 
Economic welfare, as an integral and important part of general wel- 
fare, is the peculiar concern of economists; and to the extent that the 
final determination of the rightness or wrongness of given human 
activities rests upon economic considerations, the economist is in the 
position to guide opinion. 

The fact that in the physical sciences ethical considerations play 


Relation between Economics and Ethics 199 


no part has little bearing for the economist. “Scientific method” 
connotes different things in the field of the social sciences from those 
in the field of the physical sciences, for these latter are not value 
sciences, and are not immediately concerned with the evaluation of 
human behavior. The economist should not refrain from making his 
special contribution to decisions of public importance because of a 
doctrinnaire adherence to an academic standard of scientific uninter- 
estedness more appropriate—or less wasteful—in the physical labor- 
atory than in the field of the social sciences. The whole problem now 
under discussion is virtually of little importance, however, because, 
regardless of how vociferous the economist may be in his methodo- 
logical discussions of the need for “purification” of his science, in his 
practice he continues to strain every effort to make it socially useful. 

Another point of view, not given its due attention in the discussions 
by economists of the proper relations between their science and ethics, 
may throw new light on the problem. The range of data, problems, 
and points of view of economic significance is too great to be subjected 
to complete and thorough analysis and investigation, and selection 
becomes necessary. The basis of selection, and subsequently the 
distribution of emphasis, must rest on some system of values derived 
from some concept as to the function, not of economics—for it may 
have many functions or may not require any functional justification 
for its existence—but of the economist. There suggest themselves at 
the moment three possible bases of selection of data and problems 
for consideration, arising in each case from a different conception of 
the role of the economist. 

The economist may select his data for consideration wholly or 
mainly on the basis of their intellectual appeal, their challenge to his 
mental powers, and may distribute his limited energy in proportion 
to the degree of intellectual tickle the various problems _afford....This 
basis of choice leads normally to a scholastic economics, largely mathe- 
matical in character, resting on a few general assumptions of question- 
able factual validity, finding its chief interest in the construction of 
new permutations and combinations of syllogistic legerdemain, and 
having little ascertainable relationship to actual human problems. 
Such is the non-ethical economics par excellence. It is by no means 
worthless. Its satisfaction of the sophisticated craving for mental 
exercise is itself a distinct contribution, although to a very limited 
group. Its incidental training in the technique of deductive logic 
becomes valuable when applied to problems of actual current signifi- 
cance. Its conclusions often afford starting points for the investiga- 
tion of real problems. Even aside from all other considerations, it 
can find weighty justification for its existence in the historical fact 
that the long-run pragmatic value of scientific contributions to knowl- 
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edge is not adequately measured by the degree of immediate recogni- 
tion of their practical significance. 

Or the economist may choose his problems for investigation and 
select his material for instruction on the basis of their probable value 
in training the young idea how to do well for itself in industry, or, 
more generously, how to do well for industry as cogs in its machinery. 
Such is the logical basis for the selection of subject material and the 
distribution of emphasis in vocational economics. Here at least one 
ethical consideration appears to demand constant and careful atten- 
tion: namely, that arising from the conflict between private economic 
interest and public economic welfare. 

Finally, the economist may be guided in his selection of subject 
matter for investigation and in his distribution of emphasis primarily 
by frank and avowed consideration of their significance in the deter- 
mination of public policy with respect to questions affecting gen- 
eral economic welfare. Such a basis of selection leads to what 
may be called without apology welfare economics, and it is in this 
field that general economics can render its chief service. If in the 
course of his investigations the economist finds it essential to give 
attention to ethical considerations, or to take into account the ethical 
aspects of human behavior, he need only remember that important 
problems of public policy may be none the less economic because they 
are ethical problems, to find sufficient justification for making apprais- 
als and delivering judgment. That he must endeavor to free himself 
from personal or class bias it is gratuitous to mention. But he need 
not fear for the purity of the science. There can be no realistic 
“pure economics” until economic phases of human behavior and of 
man’s environment are purified from contact with the remaining tex- 
ture of reality. 


Wittrorp I. Kine.—While I am in full accord with the view ex- 
pressed by other speakers that economics cannot easily be taught 
without at the same time setting forth certain ethical ideals, I do not 
think that this fact in any way justifies the belief that the science of 
economics is not as distinct from ethics as from other sciences. One 
_eannot understand economics without a considerable knowledge of 
physics, chemistry, psychology, meteorology, and perhaps, as Profes- 
sor Moore has suggested, astronomy. But economics is not psychol- 
ogy or meteorology any more than it is ethics. Economics is a 
mathematical science dealing with the relationship between a certain 
class of causes and their effects, and deals wholly with what is and 
not with what ought to be. Though the teacher, as a citizen, may 
well feel it his duty to stand for certain ethical principles, he ought 
always to realize that, in pursuing this course, he is passing outside 
the sphere of the economist 
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Furthermore, I do not believe we should be too ready to condemn 
the economist who prefers to be an economist pure and simple, or even 
the one who has no desire to make any practical use of the principles 
which he works out. Specialization in pure science has its place in 
economics as much as in physics or in chemistry, and there seems 
little logic in demanding that the exceptionally skilful interpreter of 
principles should waste his energy in attempting to apply these princi- 
ples, when men of weaker mental fibre may perform this task far 
better than he. 


General Discussion. Presentation of the scheduled papers con- 
sumed most of the time available for the Round-Table meeting, but 
interest in the topic seemed to be lively and general, and a spirited 
discussion continued for half an hour after time for adjournment. 
Professor Carver of Harvard University and Dr. B. M. Anderson, 
Jr., briefly debated the question of cultural versus subsistence values, 
the former taking the position that the whole of ethics can be summed 
up in the physical and biological conditions of survival and increase. 
Mr. Broadus Mitchell of Johns Hopkins University rose to suggestion 
that economics can be a pure science. For the teacher at least, Mr. 
Mitchell contended, the human interest must dominate. He would be 
untrue to his trust if he did not speak out on such questions as child 
labor and the feudalism of the southern mill town. Dr. Wesley C. 
Mitchell closed the discussion in a conciliatory vein. He thought 
there was no pronounced difference in viewpoint among the speakers, 


but that all were in favor of the use of scientific methods but directed 
toward valid human ends. 


BUSINESS MEETINGS AT PITTSBURGH, PENNSYLVANIA 
DECEMBER 27-31, 1921 


The first meeting of the Executive Committee at Pittsburgh was 
held at the Hotel William Penn on December 27. There were present: 
President Hollander, Messrs. Dewey, Ely, Gardner, Lutz, Patterson, 
Robinson, Taylor, and Westerfield. 

The Secretary reported the results of the motions submitted to the 
members of the Executive Committee by mail on April 6 and 16, 
October 7, and November 5. (See Report of the Secretary, p. 207.) 
It was voted to spread these votes on the records of the Committee. 

Voted: To express to Mr. Ephraim A. Karelsen the sincere thanks 
of the Association for his generous gifts to the Association for prizes 
in the essay competitions conducted by it. 

Voted: To express to Mr. Clarence C. Vernam the sincere thanks 
of the Association for his generous gift to the Association covering 
the cost of publishing the prize essays of the first Karelsen competition. 

Voted: In recognition of the large gifts of Messrs. Ephraim A. 
Karelsen and Clarence C. Vernam, to enroll them as Life Members 
and to instruct the Treasurer to segregate $200 from the general 
funds of the Association for transfer to the Life Membership Fund 
for this purpose. 

Voted: In recognition of the help rendered to the Association in 
its financial difficulties, to enroll the twenty persons contributing $100 
or more to the Deficit Fund as Life Members, and to instruct the 
Treasurer to transfer $2000 of the special fund to the Life Membership 
Fund for that purpose. 

Voted: To approve the investments of the Association’s funds as 
made by the Treasurer the past year. (These are detailed in the 
Treasurer’s Report p. 212.) 

Voted: To lay on the table a motion to standardize the require- 
ments of practicing economists. 

Adjourned to meet at 4.30, Thursday, December 28. 


The first business meeting of the American Economic Association 

was held in the Ball Room, William Penn Hotel, Pittsburgh, December 
28, 1921, President Hollander presiding. 

The reading of the minutes of the last business meeting of the Asso- 
ciation at Atlantic City was, by vote, dispensed with. 

The annual reports of the Secretary, Treasurer, and Auditing Com- 
mittee were read by Professor Westerfield. It was voted to receive 
the reports and place them on file. 

The annual report of the Editor of the Amertcan Economic Re- 
view was read by Professor Dewey. It was voted to receive the 
report and place it on file 
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Chairman Seligman read a report of the Special Finance Committee. 
It was voted to receive and file the report, and to express the thanks 
of the Association for the excellent results accomplished by the Com- 
mittee. 

The Committee on Instruction in Economics in Secondary Schools, 
through Professor Kiekhofer, reported progress and recommended 
the two following motions, which were adopted: 


1. That the Committee be permitted to publish in the American Economic 
Review a suggested outline of social studies in the secondary schools as a 
basis of discussion by members of the Association. 

2. That the Association appoint two members to serve on a Joint Com- 
mission on the Teaching of Social Studies in the Secondary Schools, the 
Commission to be composed of two representatives each of the American 
Economic Association, the American Political Science Association, the Ameri- 
can Sociological Society, the American Historical Association, the Association 
of Collegiate Schools of Business, and the National Council of Geography 
Teachers. This Joint Commission is to continue the study of the appropriate 
organization and presentation of the social studies in the secondary schools 
and to take such action in coéperation with the National Council of Teachers 
of Social Studies or other agencies as may prove desirable. 


Professor Friday, the Representative of the American Economic 
Association on the National Research Council, made the following 
report, which it was voted to receive and file. 


Report oF THE Nationa, Bureau or Economic Researcn, Inc., 
For THE YEAR 1921 


The Bureau has continued its work during the last year on an estimate 
of Income in the United States. It has completed and recently published a 
Summary Volume entitled “Income in the United States—Its Amount and 
Distribution,” and has now in press a second volume on the same subject, 
which contains the detailed methods employed in arriving at the amounts 
shown in the Summary Volume. This second volume will be ready for public- 
ation in March or April. 

The second topic assigned to the staff by the Board of Directors is a 
general one entitled “Business Cycles.” It is planned to make separate 
reports on specific aspects of the cyclical movements of business and industry, 
choosing those topics which are most amenable to statistical analysis, and 
which are most in need of further research. Work on this subject is only 
now being begun. It will probably occupy the staff for at least two years. 

Now that the initial stages of the organization have been passed through, 
and that the record of accomplishment may be shown, it is hoped that 
additional sums may be obtained to permit an enlargement of the staff. 


The President then appointed the following to serve: 

On the Nominations Committee: Professor Seligman (Chairman), 
and Professors Carver, Commons, Ely, Gardner, Mitchell. 

On the Resolutions’ Committee: Professors Bogart (Chairman), 
Gephart, Hammond, Whitney, McCabe. 


Adjourned. 
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The Executive Committee of the American Economic Association 
assembled for a second meeting at the Hotel William Penn at Pitts- 
burgh, December 29, 1921, President Hollander presiding. 

Voted: To request the incoming President to appoint a sub- 
committe of three members of the Executive Committee as a Committee 
on Budget. 

Voted: To appoint Professor Seligman, chairman, and four others 
to be designated by him, to present at the next Annual Meeting of 
the Association a plan for the Association’s permanent financing. 

Voted: To instruct the Secretary to publish a simple list of mem- 
bers and their addresses, omitting the usual geographical index. 

Voted: To refer Mr. R. W. Babson’s proposal to establish a per- 
manent sub-secretary’s office to the Special Permanent Finance Com- 
mittee. 

Voted: To lay on the table the motion to accept the invitation of 
the Personnel Research Federation to join the Federation. 

Voted: To appoint the incoming President, the Secretary, and Dr. 
H. C. Taylor a committee to codéperate with the National Research 
Council in preparing the proposed personnel files. 

Voted: To request the incoming President to appoint a Special 
Committee on Membership to conduct a campaign the coming year. 


Adjourned. 


The second business meeting of the American Economic Association 
was held at the Hotel William Penn, Pittsburgh, December 30, 1921, 
President Hollander presiding. 

The minutes of the first business meeting, including the minutes 
of the second meeting of the Executive Committee, were read and 
approved. 

Professor Carver, reporting for the Committee on Honorary Mem- 


bers, named the three present Honorary Members, Professors Alfred 

Marshall, F. J. Edgeworth, and Charles Gide, and nominated the 

following persons for honorary membership in the Association: 
Professor A. C. Pigou, Cambridge University. 


Professor Maffeo Pantaleoni, University of Rome. 

Professor Friedrich von Wieser, University of Vienna. 

Professor Charles Rist, University of Paris. 

Professor Yves Guyot, University of Paris. 

These nominees were unanimously elected. 

The question of the place of the next Annual Meeting was dis- 
cussed, various invitations being presented by letter and from speakers 
from the floor. It was voted to refer the various invitations and rec- 
ommendations to the Executive Committee with power. 
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Voted: That a special committee of three or five be appointed by 
the Executive Committee to inquire as to the feasibility of an inter- 
national conference to consider the international economic situation; 
and that this committee report to the Executive Committee, which 
shall be empowered to act with the officers of other appropriate organ- 
izations in bringing about such a conference if such action seems wise. 

Voted: To refer to the Executive Committee the matter of commun- 
icating with the federal government concerning the revival and con- 
tinuance of certain publications, e.g., the Market Reporter, the Crop 
Reporter, the Labor Review. 

Professor Doten reported for the Joint Committee on Census Sta- 
tistics. It was voted to receive and file the report. 

Professor Bogart, Chairman of the Resolutions Committee, sub- 
mitted the following resolutions, which were adopted by the Associa- 
tion: 

Resolved: That the American Economic Association, assembled in Pitts- 
burgh at its Thirty-fourth Annual Meeting, desires to express its appreciation 
of the courtesies shown its members during the session. It wishes, in par- 
ticular, to extend its thanks to the Chamber of Commerce of Pittsburgh, the 
Economic Club of Pittsburgh, the manager of the William Penn Hotel, the 


Carnegie Institute of Technology, the University of Pittsburgh, and the 
Local Entertainment Committee. And be it further 


Resolved: That the Secretary be instructed to transmit to each of these 
bodies the thanks of the American Economic Association. 


E. L. Bogart, Chairman. 
W. F. Geprarr. 

M. B. Hammonp. 

D. A. McCasze. 

N. R. Wuirney. 


Professor Seligman, Chairman of the Nominations Committee, re- 
ported the following nominations: 

For President: Henry R. Seager, Columbia University. 

For Vice-Presidents: Walker D. Hines, New York; Thomas W. 
Page, Virginia. 

For Secretary-Treasurer: Ray B. Westerfield, Yale University. 

For the Executive Committee: Henry C. Taylor, U. S. Depart- 
ment of Agriculture (to succeed himself); M. B. Hammond, Ohio 
State University (to succeed M. H. Robinson). 

For Managing Editor of the American Economic Review: Davis 
R. Dewey. 

For the Editorial Board: G. A. Kleene, Trinity College, Hartford, 
Conn.; B. H. Hibbard, University of Wisconsin. 

For the Program Committee: E. L. Bogart, University of Illinois. 

These nominees were elected. 


Adjourned. 
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The third meeting of the Executive Committee was held at the Hotel 
William Penn, Pittsburgh, December 30, Professor Ely presiding. 
Voted: To instruct the Secretary to write to the Chairman of the 


Congressional Joint Committee on Printing, stating that a resolution 
had been passed at tl Annual Meeting of the American Economic 
Association to the effect that it is desirable that the Market Reporter 
and Crop Reporter be revived and the Labor Review be continued. 

Voted: To appoint the following persons to constitute the special 
committee to inquire into the feasibility of an international conference 
on the international econ situation: F. W. Taussig (Chairman), 
W. C. Mitchell, J. H. Hollander, E. E. Day, R. T. Ely. 

Voted: To have a spring meeting of the Executive Committee. 


Adjourned. 


Ray B. WesterFie.p, Secretary. 


REPORT OF THE SECRETARY OF THE AMERICAN ECO- 
NOMIC ASSOCIATION FOR THE YEAR ENDING 
DECEMBER 20, 1921 


In the interest of a more economical administration, it was President 
Hollander’s decision in March to dispense with the customary spring 
meeting of the Executive Committee. The Secretary has therefore 
been obliged to submit various motions to the members of the Com- 
mittee by mail. The following votes were thus made: 

On April 6: That the President and Secretary of the Association 
be authorized to arrange to hold the next Annual Meeting of the 
Association at Pittsburgh. 

On April 16: That in accordance with the decision of the judges 
in the Prize Essay competition on “What Can a Man Afford” the 
first Karelsen prize of $1000 be awarded to Professor Paul H. and 
Dorothy Douglas of the University of Chicago and the second prize 
of $500 be awarded to Mr. Carl Joslyn of Cambridge, Massachusetts, 
and that the Treasurer be authorized to make such payments. 

On April 16: That the publication of the Handbook of the Asso- 
ciation be dispensed with for the year 1921. 

On October 7: That the Secretary be authorized to send compli- 
mentary copies of the American Economic Review to a limited num- 
ber of European economists recommended by Professor E. R. A. 
Seligman for the years 1921 and 1922. 

On November 5, a motion submitted, That the Executive Committee 
of the American Economic Association favors the general plan of 
placing the scientific bureaus of the Government at Washington under 
the jurisdiction of the Board of Regents of the Smithsonian Institu- 
tion, with the view to developing government science to the highest 
possible efficiency, by affording scientific workers permanent tenure of 
office, greater freedom in investigation, non-interference of politicians, 
and adequate salaries, was lost by vote of the Executive Committee, 
3 voting for and 7 against it. 

During the year the following appointments were made to represent 
the American Economic Association: 

Professor F. W. Taussig at the Inauguration of Dr. James Rowland 
Angell to the Presidency of Yale University, June 23. 

Professors W. F. Willcox and Irving Fisher at the Second Inter- 
national Eugenics Congress, New York, September 22-8. 

Professor Geo. E. Barnett at the Annual Meeting of the Personnel 
Research Federation, November 21. 

Dr. H. C. Taylor at the Congressional hearings on the book sections 
of the Tariff Bill, Washington, December 21. 

Through the kindness of Mr. Ephraim A. Karelsen, the Secretary 
met Mr. Clarence C. Vernam, of Street and Smith, Publishers, New 
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York City, who agreed to finance the publication of the first and second 
prize esays of the Karelsen competition on “What Can a Man Afford,” 
as a supplement to the December number of the American Economic 
Review. Delays by one of the authors in preparing copy and proofs 
made it impossible to mail the Supplement with the December Reviey, 
but it is in the press and will be forthcoming in January. 

The Secretary received from Mr. Ephraim A. Karelsen a demand 
note for $1750 for three prizes for a second competition to be con- 
ducted by the American Economic Association on the subject “The 
Relations of Capital and Labor.” Mr. Karelsen has also agreed to 
provide for the financing of the publication of the prize essays if they 
prove to merit publication. The terms and regulations governing this 
contest have been published in the American Economic Review, in 
circulars to members, subscribers, libraries, universities, manufac- 
turers’ associations, labor organizations, trade papers, etc. The mem- 
bers are asked to promote the publicity of this competition. 

Under authority granted by the Executive Committee to the Secre- 
tary, he has proceeded as follows in the sale of the surplus publica- 
tions of the American Economic Association: 

An inventory of the publications was made by the Secretary in 
person; complete statistical sheets were prepared, showing the number 
of copies of each publication in stock and how each was bound; these 
sheets were sent to the members of the Executive Committee with re- 
quests for suggestions as to the number of copies to be retained by the 
Association, discounts at which sales should be made, preferences to 
be shown as among purchasers, etc. A synthesis of replies to this 
questionnaire was prepared and sent to the members of the Executive 
Committee for approval before it was published in the Review; notice 
of the sale terms was then put in the June and September numbers 
of the Review. 

The sales to date have been almost exclusively to members and 
libraries, many of them embracing the opportunity to complete their 
sets and a dozen or more others buying complete sets. The sales will 
continue until March 1, when all publications for which the demand 
has been at all active in recent years will be reserved and the rest 
pulped. 

The following table indicates the changes in membership of the 
Association during the year: 


Members and subscribers in December, 1920..............ccccccecceces 2866 
Annual members in December, 2213 


Members dropped for non-payment of dues..............000.- 82 
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Annual members changed to life members.................... 17 
1940 
Life members in December, 1920. 84 
Life members removed 
80 
Annual members changed to life members.................... 17 
Total life members in December, 1921.................... 102 
Honorary members in December, 1921...................0000- 4 
Honorary members removed because of death................. 1 3 
Total members in December, 1921.....................00- 2335 
Subscribers discontinued in 192]............ccccccccccccececs 73 
492 
Total subscribers in December, 1921..................... — 6592 
Total members and subscribers in December, 1921............. 2927 
Net gain in members and subscribers, 1921............... 61 


The following comments on these figures are pertinent: 


1. The increase of life members by 22 is quite without precedent, 
the cause being the decision to enroll as life members a number of 
those who contributed $100 or more to the Deficit Fund raised by the 
Special Finance Committee. 

2. The number of members lost by resignation and removed for 
non-payment of dues was 86 higher than the prceding year, due 
largely to the unfavorable economic conditions of the country. 

3. The special membership campaign that was to have been waged 
during the year was not very successfully prosecuted. 

Among the other special activities of the Secretary’s office the past 
year may be mentioned: 

1. The editing of the March Supplement containing the Papers 
and Proceedings of the Thirty-third Annual Meeting; 

2. The editing of the December Supplement containing the 
Karelsen Prize Essays on “What Can a Man Afford?” 

3. The codperation given to the Special Finance Committee, by 
circularizing all the members for contributions, acknowledging all 
contributions, collecting the pledges made at Atlantic City, etc. 

4. The codperation given the Special Membership Committee by 
extending invitations to recommended persons, providing Chairman 
Barnett with frequent lists showing the activity of the members of his 
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Committee, circula pecial groups of prospects, conducting the 


campaign for southern Connecticut, etc. 


The Association to the Grim Reaper through the year the 


following member 


Henry C. ApAms President) Gro. B. Henpricxs 

Cuartes W. Ames Watter HeENNIG 

Cuaries D. Barry Wayne MacVeacu (Life Member) 
Hotmes BecxwiTu H. W. MontTcomery 

S. J. CarPENTER H. Price 


JoHN SPENCER C1 Member) C. A. Provty 
Gustav Coun Member) T. C. RicumMonp 
M. A. Dean 


Jacos SCHMUCKLER 
Louis B. Scuram 
Henry O. UNpDERWoopD 


James H. Dempsey 
P. Goopw 
E. Harprs Member) 


Respectfully : tted 


Ray B. WesterFie.p, Secretary. 


REPORT OF THE TREASURER OF THE AMERICAN ECO- 
NOMIC ASSOCIATION FOR THE YEAR ENDING 
DECEMBER 20, 1921 


The following exhibit presents the cash receipts and expenditures 
of the American Economic Association for the year ending December 
20, 1921. The statement should be interpreted in connection with 
the balance sheet and income statement rendered by the Auditing 
Committee, the reports of the Special Finance Committee, and of the 
Editor of the American Economic Review. 


Receipts aND EXxpeNnpDITURES 


Cash on hand December 30, $ 3,481.54 


Receipts 
Profit and Loss on Exchange. 73 
28,049.00 
$31,530.54 
Expenditures 
Dues of American Council of Learned Societies. 115.05 
2,625.85 
$3,892.29 
Review Expenses and Supplies...... 1,792.47 
$7,249.26 
968.43 
Sundry Publication Expenses........ 259.49 
8,477.18 

Secretary’s Office 

Traveling Expenses of Secretary... 11.92 

Stationery and Office Printing...... 170.48 

Telephone and Telegraph.......... 58.57 

Annual Meeting Expense, 1920..... 249.25 

Miscellaneous Expenses ........... 11.09 


3,569.57 
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75.25 
Storage of Publications . 150.00 
$26,559.21 
Cash on hand 
First National Bank, New Haven........... $1,845.29 
Central Trust Company, Cambridge......... 3,126.04 
4,971.33 
$31,530.54 


In order to put the funds raised by the Special Finance Committee 
into earning form, the Treasurer made the following disposition: 
(1) Purchase was made through Lee, Higginson & Co. of $5000 in 
Northern Pacific-Great Northern Joint 15-year 614 per cent Con- 
vertible Gold Bonds, at 9614. These bonds have been selling in the 
market recently as high as 108. (2) Purchase was also made through 
Kissell, Kinnicutt & Co. of $4000 First Joint Stock Land Bank of 
Chicago 51% per cent Farm Loan Bonds of 1951, at 101. These 
bonds are made obligations of the United States Government and 
are tax free. 

The great success that has attended the campaign of the Special 
Finance Committee has relieved the tension of the treasury, which 
had been suffering deficits for two years. Of the $665.50 pledged to 
the Special Deficit Fund by 82 members at the Atlantic City Meeting 
all but $13.00 has been paid, three subscribers being yet in default; 
254 members contributed $1509.75 in response to a circular letter 
sent out through the Secretary’s office for the Committee; and 52 
persons contributed directly to Chairman Seligman $10,060. Twenty 
of the contributors of $100 or more were enrolled as life members, and, 
therefore, since the Association assumes a liability whose calculated 
value is presumably $100 per life membership, according to our prac- 
tice of setting aside a permanent reserve of $100 for each life member, 
$2000 should be deducted from the total $12,222.25 raised by the 
Committee. Your Treasurer has so accounted it and asks for approval 
of the Executive Committee. 

The records show a net surplus of $362.06 this year, as against 
deficits in 1919 of $1688.48 and in 1920 of $2366.50. The Associa- 
tion may be said to have paid its way this year without considering 
the contributions to the Deficit Fund. The surplus was due to the 
reductions in the cost of publishing the American Economic Review, 
economies which would have been much larger had the paper for three 
issues not have been stocked at 1920 prices. The Secretary-Treasurer 
has found that the extra services required from his office by the 
Special Finance Committee, the Special Membership Committee, the 
sale of surplus publications, etc., has made it impossible to reduce 
much the budget of his office. Certain salary increases which were 
thought necessary and proper at the time the present secretary assumed 
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office also had their first full effect this year. The sale of the surplus 
publications has been found to net relatively little on account of the 
large discounts allowed and the expense of packing for shipment. 

Inasmuch as the equalization of receipts and expenditures this 
year was largely attained by decided reductions in the size and scope 
of the American Economic Review, the failure to pay contributors 
to the Review, the abstention from publishing the Association Hand- 
book, and other curtailments from the usual and proper services of 
the Association, it should not be assumed that the financial problems 
of the Association have been solved by the successful campaign of 
the Special Finance Committee, and it is hoped that the Association 
will consider further measures for permanent financial stability. 

Statistical statements of the course of the Association’s finances 
will be posted on the bulletin board during the present meeting. 

The Treasurer wishes to report the receipt from Mr. Ephraim A. 
Karelsen of a demand note for $1750 to cover prizes offered in the 
second Karelsen competition, and also, after the accounts were closed, 
a check for $1000 from Mr. Clarence A. Vernam to cover the publica- 
tion cost of the prize essays of the first Karelsen competition. 

Respectfully submitted. 

Ray B. Treasurer. 
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REPORT OF THE AUDITING COMMITTEE 


New Haven, Connecticut, December 24, 1921. 


To the American Economic Association: 


Your Committee has audited the books of the American Economic 
Association for the fiscal year ended December 20, 1921. The accom- 
panying income statement and balance sheet show the results of the 
year’s transactions and the financial status of the Association as at 
the date of closing. The exhibits are, in our opinion, correct, and 
we certify that the balance sheet here presented is in agreement with 
the ledger accounts. 

Respectfully, 
A. SAviers. 
Joun D. Haiisietn. 
Ray V. 
Epear S. Furniss. 
Auditing Committee. 


INCOME STATEMENT 


Ordinary Income 


Less: 
Estimated Defaulted Dues 40640400 800.00 
$10,584.42 
; ate $ 349.84 
Sundry Profit and Loss...............e.s005. 42.78 
392.62 
$10,977.04 
Ordinary Outgo: 
Office Salaries .... $2,764.69 
Traveling Expenses of Sec’y 11.92 
Stationery and Office Printing ee 170.48 
Telephone and Telegraph spharadieae 58.57 
Expressage ....... 1.87 
American Council Learned Societies.......... 115.05 
Expenses of 138.55 
3,817.67 
Excess of Ordinary Income.............ssciscccccccscesocens $7,159.37 
Publication Outgo: 
Printing, ete. ...... $5,646.97 
Editorial Contributional ..................... 1,564.50 
Editorial Expenses and Supplies............. 1,792.47 
Proceedings and Handbook 1,534.96 
Sundry Expenses of Printers ............... 259.49 


$10,798.39 
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Storage of Publications ..................00. $ 150.00 
225.25 
$11,023.64 
Publication Income 
Less: 
$2,610.39 
4,226.33 
Batance SHEET as at Decemper 20, 1921 
Assets Liabilities 


Cash in New Haven Bank. .$ 1,845.29 
Cash in Savings Account, 
Central Trust Company, 


Cambridge, Mass. ....... 3,126.04 
12,798.70 
Membership Dues 

Receivable ...... $1,307.25 

Less Reserve for 

Mem. Dues Rec. 581.25 
726.00 
Accounts  Receiv- 
336.91 
Less Reserve for 
Bad Accounts 
67.44 
—-__ 269.47 
Paper 683.89 
Furniture and Fixtures..... 306.80 


$19,756.19 


Membership Dues Prepaid..$ 230.50 
Life Memberships ......... 3,500.00 
Deficit Fund Contributions.. 10,222.25 
Surplus December 
20, 1920 ......... $5,441.38 
Net Surplus for 


$19,756.19 
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REPORT OF THE MANAGING EDITOR OF THE AMERICAN 
ECONOMIC REVIEW FOR THE YEAR ENDING 
DECEMBER, 1921 


The cost of the Review during the past year has been $9003.94 
as compared with $11181.90 for 1920, a reduction of $2177.96. By 
principal items the cost has been as follows: 


$1500.00 
64.50 
319.97 
Printing (including paper) ............eeeeee8- 5646.97 

$9003.94 


The printing cost was $1009.34 less. Payments to contributors 
were discontinued this year, making a saving of $1058.25 as com- 
pared with 1920. 

The new format was adopted at the beginning of this year. Two 
lines were added to each page, and the width of the type set on each 
page was slightly increased. It is estimated that by this change of 
the format approximately $300 was saved in the cost without decreas- 
ing the amount of material printed. It is also estimated that there 
was a saving of about 100 pages, an important item to be considered 
in connection with the current cost of paper. 

Besides the saving in the number of pages because of the change 
in format, not quite so much material has been printed. 

The section of periodical abstracts entitled “Investments and Securi- 
ties” and prepared by Professor Arthur S. Dewing has been dropped. 
Professor C. A. Phillips has discontinued the abstracting of periodicals 
on “Money, Credit, and Banking.” 


The following persons have served as editors: Professor A. E. 
Cance and Professor W. E. Hotchkiss whose terms expire this year, 
Professor Julius H. Parmelee and Professor Carl C. Plehn whose 


terms expire in 1922; and Professor David A. McCabe and Professor 
O. M. W. Sprague, whose terms expire in 1928. 

During the past year 99 persons have coéperated in writing for the 
Review, including leading articles, communications, reviews, docu- 
ment notes, and periodical abstracts. 

Appended are comparative tables showing the distribution of con- 
tents and cost by principal items, in continuation of tables previously 
given. 


Davis R. Dewey, 
Managing Editor. 
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Tasie 1.—Paces Given to Eacu Section 
Docu- | Periodical 
Leading New Books Doct. 
Year | Articles Reviews Listed . bop " Abstracts | Notes Dies. Totals 
1911 342 304 62 89 133 40 8 978 
1912 291 298 101 110 186 41 1l 1038 
1913 347 268 104 141 167 43 8 1078 
1914 327 243 156 113 166 35 10 1030 
1915 314 257 90 142 144 42 14 1003 
1916 388 256 91 90 140 46 13 1024 
1917 378 192 110 127 120 42 15 984 
1918 372 157 91 112 99 41 17 906 
1919 373 163 154 103 95 47 12 948 
1920 387 109 155 98 122 42 15 936 
1921 331 103 133 39 117 38 ll 772 
TaBLe 2:—ExpENDITURES 
Year | Printing E ye to Contrib-| Clerical | Supplies Totals 
utors 
1911 |$2,495.18 |$1,500.00 ($1,320.25 $865 .50 $413.51 |$6,730.59* 
1912 3,220.83 | 1,500.00 | 1,114.50 794 .58 292.68 | 6,922.90 
1913 3,328.01 1,500.00 | 1,269.35 983 .09 325.10 | 7,404.55 
1914 3,023.62 | 1,500.00 | 1,812.25 | 1,236.29 459.18 | 7,531.34 
1915 2,834 .91 1,500.00 | 1,210.00 | 1,171.87 286.86 | 7,003.64 
1916 | 3,257.27 | 1,500.00 | 1,422.50 | 1,173.93 339.86 | 7,694.06 
1917 3,762.37 | 1,500.00 | 1,267.00 | 1,151.30 326.01 | 8,006.68 
1918 3,497.73 | 1,500.00 | 1,203.25 | 1,260.06 332.73 | 7,793.73 
1919 | 5,049.50 | 1,500.00 | 1,231.50 | 1,325.93 347 .84 | 9,454.77 
1920 6,656 .31 1,500.00 | 1,122.75 | 1,595.64 307.20 |11,181.90 
1921 | 5,646.97f| 1,500.00 64.50 | 1,472.50 319.97 | 9,003.94 


*Includes $136.15, traveling expenses of editors. 
tIncludes $1773.76, cost of paper. 
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